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President’s Letter

December 31, 2005

Enclosed is our report on your Portfolio’s
operations for the 12 months ended
December 31, 2005. The 12-month period
brought some positive results for most
investors, despite challenges from a variety of
directions in the latter half of the period.
Stocks ended the fiscal year generally higher,
as the S&P 500 returned 4.92 percent,
although the Dow Jones Industrial Average
rose only 1.72 percent. Bonds were flat for
much of the period but ended the year
slightly higher, with the Citigroup Broad
Investment Grade Index returning 2.57
percent over the last 12 months.

The first half of the fiscal year brought strong
economic growth, solid corporate earnings
and a generally positive environment for
investors. The last six months brought a few
challenges, but the economy and the financial
markets continued to be resilient. Between
June and December, we weathered increasing
energy prices, steadily rising short-term
interest rates, budding inflationary pressures
and, most dramatically, two major hurricanes
that tragically struck the Gulf Coast. Despite
the headwinds, the U.S. economy has
remained strong. Gross domestic product
(GDP) in the U.S. grew at a solid pace, rising,
preliminarily, between 3.5 and 4.0 percent for
the year. As we look toward 2006, it does
appear that economic growth will slow
somewhat, due to higher interest rates and

DEAR SHAREHOLDER:

higher energy prices, but is still likely to rise
about 3 percent or so.

Throughout the fiscal year, the Federal
Reserve pursued a campaign of steadily
raising short-term interest rates. The Fed
enacted another quarter-point increase in
December, bringing the Federal Funds rate to
4.25 percent. Although future Fed policy
remains uncertain, indications are that the
rate-raising campaign is likely to end in 2006.
As it becomes clear that the economy is
operating at a sustainable, non-inflationary
rate, the Fed likely will cease pushing up
interest rates.

The other major potential drag on the
economy is the rapid rise of oil prices. Crude
oil hovered just above $40 per barrel in late
2004. By the end of December 2005, the price
surpassed $61 per barrel. The world is facing
constraints in supply such as we have never
seen before. While many are forecasting that
prices may ease some in 2000, we believe that
longer term, higher energy prices are here to
stay. As investors, we must remain aware of
that reality, its impact on the world
economies, and any opportunities that it may
create.

Regardless of the short-term challenges
brought on by economic or geopolitical
events, a longer-term perspective is often
more instructive for investors. That is why we
believe it is important to develop and
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maintain a long-term financial plan for your individual situation. We believe that focusing

personal situation. Through appropriate on that plan, despite the swings of the
diversification among four or five or so market, is important as you work toward a
different asset classes, you can potentially sound financial future.

provide more balance to your investment

portfolio over time Thank you for your partnership and your

continued commitment to your investment
Your financial advisor can help you with these program.

strategies and work with you to develop and

maintain a customized plan based on your

Respectfully,
/M / W’V""\

Henry J. Herrmann, CFA
President

The opinions expressed in this letter are those of the President of the W&R Target Funds, Inc.,
and are current only through the end of the period of the report, as stated on the cover. The
President’s views are subject to change at any time, based on market and other conditions, and
no forecasts can be guaranteed.
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lllustration of Portfolio Expenses

As a shareholder of a Portfolio, you incur ongoing costs, including management fees, distribution
and service fees, and other Portfolio expenses. The following tables are intended to help you
understand your ongoing costs (in dollars) of investing in a Portfolio and to compare these costs
with the ongoing costs of investing in other mutual funds. The example is based on an
investment of $1,000 invested at the beginning of the period and held for the six-month period
ended December 31, 2005.

Actual Expenses

The first line in the following tables provides information about actual investment values and
actual expenses. You may use the information in this line, together with your initial investment in
Portfolio shares, to estimate the expenses that you paid over the period. Simply divide the value of
that investment by $1,000 (for example, a $7,500 initial investment divided by $1,000 = 7.5),
then multiply the result by the number in the first line under the heading entitled “Expenses Paid
During Period” to estimate the expenses you paid on your investment during this period. In
addition, there are fees and expenses imposed under the variable annuity or variable life
insurance contract through which shares of the Portfolio are held. Additional fees have the effect
of reducing investment returns.

Hypothetical Example for Comparison Purposes

The second line of the following tables provides information about hypothetical investment
values and hypothetical expenses based on the Portfolio’s actual expense ratio and an assumed
rate of return of 5% per year before expenses, which is not the Portfolio’s actual return. The
hypothetical investment values and expenses may not be used to estimate the actual investment
value at the end of the period or expenses you paid for the period. You may use this information
to compare the ongoing costs of investing in the Portfolio and other funds. To do so, compare this
5% hypothetical example with the 5% hypothetical examples that appear in the shareholder
reports of the other funds. Please note that the expenses shown in the tables are meant to
highlight your ongoing costs as a shareholder of the Portfolio and do not reflect any fees and
expenses imposed under the variable annuity or variable life insurance contract through which
shares of the Portfolio are held.

Asset Strategy Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment  Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return . ... .. .. $1,000  $1,203.10 1.03% $5.70
Based on 5% Return®. . ................ $1,000  $1,020.04 1.03% $5.22
Balanced Portfolio Expenses
Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,042.80 1.01% $5.20
Based on 5% Return® . ... ... ... . ... ..., $1,000  $1,020.12 1.01% $5.14

See footnotes on page 9.
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Bond Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return . ... .. .. $1,000 $ 996.20 0.85% $4.29
Based on 5% Return® . .. ... ... ... .. $1,000  $1,020.91 0.85% $4.34

Core Equity Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return(™ . ... .. .. $1,000  $1,065.60 1.01% $5.25
Based on 5% Return®. . ................ $1,000  $1,020.13 1.01% $5.13

Dividend Income Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment  Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return(™ .. ... ... $1,000  $1,097.70 1.09% $5.74
Based on 5% Return®. . ................ $1,000  $1,019.74 1.09%  $5.52

Global Natural Resources Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,204.60 217% $12.06
Based on 5% Return® . ... ... ... . ... .. $1,000  $1,014.27 217% $11.02

Growth Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return . ... .. .. $1,000  $1,098.00 0.99% $5.26
Based on 5% Return®. . ................ $1,000  $1,020.20 0.99%  $5.06

High Income Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return(™ . ... .. .. $1,000  $1,027.50 0.95% $4.84
Based on 5% Return® . ... ... ... . ... .. $1,000  $1,020.44 0.95%  $4.82

See footnotes on page 9.
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International Growth Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,188.10 1.20% $6.62
Based on 5% Return® . .. ... ... ... .. $1,000  $1,019.16 1.20%  $6.11

International Value Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( . ... .. .. $1,000  $1,097.90 1.19%  $6.29
Based on 5% Return® . ... ... ... ... .. $1,000  $1,019.21 1.19%  $6.06

Limited-Term Bond Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return) . ... .. .. $1,000  $1,006.00 0.86% $4.32
Based on 5% Return®. . ................ $1,000  $1,020.90 0.86% $4.36

Micro Cap Growth Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment ~ Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,175.40 1.32% $7.25
Based on 5% Return® . ... ... ... ... .. $1,000  $1,018.54 1.32%  $6.73

Mid Cap Growth Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,120.40 1.53%  $8.16
Based on 5% Return® . ... ... ... ... ... $1,000  $1,017.51 153% $7.77

Money Market Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return . ... .. .. $1,000  $1,015.50 0.79%  $3.99
Based on 5% Return®. . ................ $1,000  $1,021.25 0.79%  $4.00

See footnotes on page 9.
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Mortgage Securities Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... . .. $1,000  $1,001.50 0.93%  $4.71
Based on 5% Return®. . ................ $1,000  $1,020.50 0.93% $4.76

Real Estate Securities Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( . ... .. .. $1,000  $1,053.40 1.32%  $6.84
Based on 5% Return® . ... ... ... . ... .. $1,000 $1,018.55 1.32%  $6.72

Science and Technology Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return) . ... .. .. $1,000  $1,128.50 117%  $6.27
Based on 5% Return® . ... ... .. ... ... $1,000  $1,019.32 117%  $5.95

Small Cap Growth Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment ~ Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( . ... .. .. $1,000  $1,069.60 1.16%  $6.04
Based on 5% Return® . ... ... ... ... .. $1,000  $1,019.37 1.16%  $5.90

Small Cap Value Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... ... $1,000  $1,033.90 1.16%  $5.97
Based on 5% Return® . ... ... ... ... ... $1,000 $1,019.34 1.16%  $5.93

See footnotes on page 9.
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Value Portfolio Expenses

Annualized
Beginning Ending Expense Ratio  Expenses
Investment Investment Based on the Paid
Value Value Six-Month During
For the Six Months Ended December 31, 2005 6-30-05 12-31-05 Period Period*
Based on Actual Portfolio Return( .. ... . .. $1,000  $1,028.00 1.02%  $5.19
Based on 5% Return® . .. ... ... ... .. $1,000  $1,020.09 1.02%  $5.17

*Portfolio expenses are equal to the Portfolio’s annualized expense ratio (provided in the table),
multiplied by the average investment value over the period, multiplied by 184 days in the six-month
period ended December 31, 2005, and divided by 365.

(1)This line uses the Portfolio’s actual total return and actual Portfolio expenses. It is a guide to the actual
expenses paid by the Portfolio in the period. The “Ending Investment Value” shown is computed using
the Portfolio’s actual return and the “Expenses Paid During Period” column shows the dollar amount
that would have been paid by an investor who started with $1,000 in the Portfolio. A shareholder may
use the information here, together with the dollar amount invested, to estimate the expenses that were
paid over the period. For every thousand dollars a shareholder has invested, the expenses are listed
in the fourth column.

(2)This line uses a hypothetical 5% return and actual Portfolio expenses. It helps to compare the
Portfolio’s ongoing costs with other mutual funds. A shareholder can compare the Portfolio’s ongoing
costs by comparing this hypothetical example with the hypothetical examples that appear in
shareholder reports of other funds.

The above illustration is based on ongoing costs only.
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Managers’ Discussion of Asset Strategy Portfolio

December 31, 2005

The following discussion, graphs and tables
provide you with information regarding the
Portfolio’s performance for the fiscal year
ended December 31, 2005. Please note that
the Portfolio’s performance data does not take
into account any expenses or charges
associated with owning a variable life or
annuity policy invested in the W&R Target
Funds, Inc.

How did the Portfolio perform during
the last fiscal year?

The Portfolio did quite well, increasing 24.27
percent during the fiscal year, significantly
outperforming both its stock and its bond
benchmark indexes. In comparison, the S&P
500 Index (reflecting the performance of
securities that generally represent the stock
market) increased 4.92 percent for the year,
the Citigroup Broad Investment Grade Index
(reflecting the performance of securities that
generally represent the bond market)
increased 2.57 percent, the Citigroup Short-
Term Index for 1 Month Certificates of
Deposit (reflecting the performance of
securities that generally represent one-month
certificates of deposit) increased 3.32 percent,
and the Lipper Variable Annuity Flexible
Portfolio Funds Universe Average (generally
reflecting the performance of the universe of
funds with similar investment objectives)
increased 4.80 percent during the year. A

An interview with

Michael L. Avery and

Daniel J. Vrabac, portfolio managers
of W&R Target Funds, Inc. -

Asset Strategy Portfolio

variety of indexes is presented because the
Portfolio invests in stocks, bonds and other
instruments.

What helped the Portfolio outperform
its benchmark indexes during the
fiscal year?

Investors should view 2005 as a strong year
for the Portfolio, but should not become
accustomed to nor expect this type of return
every year. In 2005, a lot of things went right.
We believe that we were able to achieve a
high level of performance over the period
because of our adherence to a long-term
strategy based on our view of global
fundamental economic processes. Although
2005 was an excellent year, our approach is
not designed to create such huge
outperformance year-in and year-out.
However, over longer periods of time, we
strongly believe in our approach, feeling that
it may provide a reasonable opportunity for
success. For several quarters now, the
Portfolio has been increasing its emphasis on
Asia. We believe that Asia likely will continue
to gain in importance as a major growth area
of the global economy. Therefore, we
continue to structure the Portfolio in a
fashion that we feel will allow us to take
advantage of that growth.
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What other market conditions or events
influenced the Portfolio’s performance
during the fiscal year?

The Portfolio is focused on the fact that we
see the relative shares of global gross
domestic product (GDP) shifting, and
shifting in a major way over the next several
years. In absolute terms, we believe that the
U.S. likely will remain the dominant national
economy. In relative terms, however, the U.S.
share of both global growth and global wealth
has been declining and we feel may continue
to decline. We believe that the trend toward
strong absolute and relative growth in Asia is
likely to continue for the intermediate term.
China gradually has been opening its
economy over the last 25 years, but the pace
has accelerated in very recent years. This has
led to an increase in Chinese per capita
income, which has been followed by an
increase in the demand for goods and
services. We believe that this has tremendous
implications for where to invest money. We
intend to continue to use the Portfolio’s
flexibility to be in any market, anywhere in
the world in an effort to find the assets that
best match our strategy.

What strategies and techniques did you
employ that specifically affected the
Portfolio’s performance?

We continued to focus on global growth
rebalancing toward Asia, keeping in mind our
concern over the U.S. dollar, and a belief that

higher energy and commodity prices are now
the norm and not the exception. We feel that
the primary reason we outperformed the
benchmark is that the Portfolio is more
flexible than most in our category, allowing us
to move significantly outside of U.S.
investments to seek out the best returns on
capital around the world, whether they be in
stocks, bonds, or other investments. We have
devoted a significant percentage of the
Portfolio to non-U.S. dollar investments and
to investments in gold bullion and gold
equities. Our concern is based primarily on
the savings/investment imbalance in the U.S.,
which we believe is a result of the large
federal budget deficit and an overly aggressive
monetary policy.

What industries or sectors did you
emphasize during the fiscal year, and
what is your outlook for the next 12
months?

We don't anticipate any major changes in
strategy in the near term. During the fiscal
year, we did increase our allocation to Japan
as part of our overall Asia strategy. We believe
Japan is truly in a sustainable upswing for the
first time in 15 years. There has been, and we
believe there will continue to be, significant
volatility in domestic and international
markets. That said, we continue to believe
that the focus on the fundamentals and an
adherence to our long-term strategy
potentially could serve the investor well in
the near-term period.

As with any mutual fund, the value of the Portfolio’s shares will change, and you could lose

money on your investment.

Fixed income securities are subject to interest rate risk, and, as such, the net asset value of the
Portfolio may fall as interest rates rise. Investing in high income securities may carry a greater
risk of non-payment of interest or principal than higher-rated bonds.

International investing involves additional risks, including currency fluctuations, political or
economic conditions affecting the foreign country, and differences in accounting standards and

foreign regulations.
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These and other risks are more fully described in the Portfolio’s prospectus.

The opinions expressed in this report are those of the portfolio managers and are current only
through the end of the period of the report as stated on the cover. The managers’ views are
subject to change at any time based on market and other conditions, and no forecasts can

be guaranteed.
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Comparison of Change in Value of
$10,000 Investment

———  W&R Target Asset Strategy Portfolio™. ... ................... $29,228
— = S&P 500 INAEX .. $23,862
— — —  Citigroup Broad Investment Grade Index . .. .................. $18,233
————— Citigroup Short-Term Index for 1 Month Certificates of Deposit. ...  $14,863

------ Lipper Variable Annuity Flexible Portfolio Funds Universe Average.  $20,409

$0
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

(1)The value of the investment in the Portfolio is impacted by the ongoing expenses of the Portfolio and
assumes reinvestment of dividends and distributions.

Average Annual Total Return(®

1-yearperiodended 12-31-05 . ... ... ... ... . . .. . 24.27%
5-year period ended 12-31-05 . . .. ... it 7.86%
10-year period ended 12-31-05 . . ... ... . it 11.32%

(2)Data quoted is past performance and current performance may be lower or higher. Past
performance is no guarantee of future results. Investment return and principal value of an
investment will fluctuate and shares, when redeemed, may be worth more or less than their
original cost. Please call 1.888.WADDELL for the Portfolio’s most recent month-end
performance. Performance data quoted does not reflect any expenses or charges associated
with owning a variable life insurance policy or variable annuity contract that invests in the
Portfolio’s shares. When such charges are deducted, actual investment performance in a
variable policy or contract will be lower.

Past performance is not necessarily indicative of future performance. Indexes are unmanaged. The
performance graph and table do not reflect the deduction of taxes that a shareholder would pay on
Portfolio distributions or on the redemption of Portfolio shares.
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SHAREHOLDER SUMMARY OF ASSET STRATEGY PORTFOLIO

Portfolio Highlights

On December 31, 2005, W&R Target Asset Strategy Portfolio had net assets totaling

$416,167,649 invested in a diversified portfolio of:

45.00% Domestic Common Stocks
42.94%  Foreign Common Stocks
3.39% Corporate Debt Securities

3.22%  Bullion

1.88% U.S. Government Agency Obligations

1.82% Cash and Cash Equivalents, Option and Unrealized Gain on
Open Forward Currency Contracts

1.75%  Other Government Securities

As a shareholder of the Portfolio, for every $100 you had invested on December 31, 2005,
your Portfolio was invested by geographic region, security type and by industry, respectively,

as follows:

UnitedStates .. .....................

PacificBasin. .......................

Bullion......... ... .. ... ... ...
Cash and Cash Equivalents, Option and

Unrealized Gain on Open Forward
Currency Contracts . ...............

U.S. Government Agency Obligations . . . . .

Cash and Cash Equivalents, Option and
Unrealized Gain on Open Forward
Currency Contracts .................

Other Government Securities. . ..........

$48.60
$24.34
$10.96
$ 5.78
$ 4.21
$ 3.22

$ 1.82
$ 1.07

$45.00
$42.94
$ 3.39
$ 3.22
$ 1.88

$ 1.82
$ 1.75
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B Raw Materials Stocks. .. ............... $16.87
[ EnergyStocks ............... ... $15.97
B Multi-Industry Stocks .. ......... ... $12.13
Financial Services Stocks .............. $ 9.54
B Capital Goods Stocks. . . ............... $ 5.69
Technology Stocks . . .. ..ot $ 5.59
[ ] UtilitesStocks ....................... $ 442
Il Business Equipment and Services Stocks .  $ 4.02
B Consumer Nondurables Stocks . . ........ $ 4.00
Il Miscellaneous Stocks. . ................ $ 3.58
pm  Corporate Debt Securities .. ............ $ 3.39
Bl Bullion....... ... ... ... $ 3.22
pm  HealthCare Stocks ................... $ 3.13
Consumer Durables Stocks . . ........... $ 3.00
Bl U.S. Government Agency Obligations . . . . . $ 1.88
B Cash and Cash Equivalents, Option and
Unrealized Gain on Open Forward
Currency Contracts . ................ $ 1.82
[] Other Government Securities. . .......... $ 1.75
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The Investments of Asset Strategy Portfolio

December 31, 2005

Troy
BULLION - 3.22% Ounces Value
GOld .. 25,919 $ 13,400,052
(Cost: $10,662,989)
COMMON STOCKS Shares
Aircraft — 2.95%
BAE SYSTEMSDpIC (A) .. .o 6,309 41,437
Boeing Company (The) ......... ... ... .o, 145,440 10,215,706
United Technologies Corporation. . .................. 35,980 2,011,642
" 12,268,785
Banks —2.51%
Kabushiki Kaisha Mitsubishi Tokyo Financial Group (A) . . 771 10,459,999
Business Equipment and Services — 4.02%
DentsuInC. (A) . ..o 1,478 4,812,414
Headwaters Incorporated™. ... .......... ... ... ..... 100,746 3,570,438
Jacobs Engineering Group Inc.* .. ........ .. ... ... 46,100 3,128,807
Mitsubishi Corporation (A) . ......... ... ... 77,200 1,708,500
Mitsui & Co., Ltd. (A) .. ... 274,000 3,519,820
16,739,979
Capital Equipment — 3.12%
Caterpillarinc. ... .. 110,358 6,375,382
China Shenhua Energy Company Limited,
Hshares (A)* ... ... 2,709,000 2,987,232
SMC Corporation (A) ... ..o 25,300 3,614,745
" 12,977,359
Chemicals — Petroleum and Inorganic — 0.74%
Yara International ASA (A) . . ..o 211,975 3,085,734
Coal - 2.13%
Foundation Coal Holdings, Inc. .................... 54,697 2,078,486
Peabody Energy Corporation. . ..................... 82,108 6,767,341
8,845,827
Construction Materials — 0.00%
CRH public limited company (A) .................... 278 8,175
Electrical Equipment — 0.29%
UshioInc. (A) ... ..o 51,800 1,210,065

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value
Electronic Components — 2.64%
Samsung Electronics Co., Ltd. (A). .. ................ 16,837 $ 10,976,488
Finance Companies — 2.74%
RioTintoplc (A) ..o 231,715 10,584,507
SLM Corporation .. .........iuiiiiii i 15,019 827,397
_ 11,411,904
Food and Related — 4.00%
Archer Daniels Midland Company . .................. 410,365 10,119,601
Bunge Limited ......... .. ... 115,373 6,531,266
16,650,867
Forest and Paper Products — 0.39%
Aracruz Celulose SA.,,ADR ....................... 40,122 1,605,281
Gold and Precious Metals — 3.58%
Agnico-Eagle Mines Limited ....................... 98,056 1,937,587
Barrick Gold Corporation . . ..., 304,583 8,488,728
Open Joint Stock Company “Mining and Metallurgical
Company Norilsk Nickel”, ADR. . ................. 47,565 4,475,866
" 14,902,181
Health Care — Drugs — 3.13%
Genentech, Inc.” . ... .. 14,461 1,337,642
Gilead Sciences, Inc.* . ......... ... . ... 195,644 10,284,027
Neurocrine Biosciences, Inc.* . ..................... 22,629 1,419,178
13,040,847
Insurance — Life — 0.28%
Aflac Incorporated ... ....... .. 25,120 1,166,070
Mining — 12.55%
Alumina Limited (A) ... ..o 561,390 3,053,739
BHP Billiton PIc (A) . ... 476,090 7,940,243
Cameco Corporation (A) . .....ovuiiniian. 38,100 2,418,512
Falconbridge Limited (A) ......... ... . 140,655 4,174,457
Freeport-McMoRan Copper & Gold Inc., ClassB.. .. .. .. 62,506 3,362,823
IncoLimited ........ .. 141,388 6,160,275
Newmont Mining Corporation ...................... 184,610 9,858,174
Phelps Dodge Corporation. . ....................... 37,917 5,455,119
Southern Copper Corporation ... ................... 146,280 9,797,834
52,221,176

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value
Motor Vehicle Parts — 0.23%
AISIN SEIKICO, LTD. (A) ..o v e 25,900 $ 950,922
Motor Vehicles — 2.77%
Toyota Motor Corporation (A). .. ........ccovveion. . 221,800 11,509,866
Multiple Industry — 12.13%
BMComMpPany . ..o 21,900 1,697,250
Alpha Natural Resources, Inc.* ..................... 155,099 2,979,452
Bucyrus International, Inc., Class A. . ................ 21,691 1,143,549
China Life Insurance Company Limited, H shares (A)*... 5,031,000 4,444,662
Companhia Vale do Rio Doce, ADR ................. 292,362 12,027,773
General Electric Company......................... 268,890 9,424,594
Google Inc., Class A*. ... ... i 24,768 10,276,367
Hutchison Whampoa Limited, Ordinary Shares (A) ... .. 530,000 5,048,010
LasVegas Sands, Inc.* ........ ... .. ... L. 87,150 3,439,810
50,481,467
Non-Residential Construction — 2.28%
Fluor Corporation. ..., 583,965 4,169,336
Hyundai Heavy Industries Co., Ltd. (A) ............... 42,190 3,209,587
Shimizu Corporation (A). . ... 289,000 2,124,586
9,503,509
Petroleum — Domestic — 0.55%
PetroChina Company Limited, H Shares (A)(B) ........ 2,800,000 2,293,114
Petroleum - International — 7.63%
Anadarko Petroleum Corporation ................... 71,625 6,786,469
BPp.lc,ADR ... 74,752 4,800,573
Burlington Resources Inc. .......... .. ... ... ... ... 73,935 6,373,197
China Petroleum & Chemical Corporation,
HShares (A). ... 6,862,000 3,407,260
Exxon Mobil Corporation .. ........................ 185,161 10,400,493
31,767,992
Petroleum — Services — 5.66%
Baker Hughes Incorporated. . ...................... 68,595 4,169,204
Schlumberger Limited .. ........... ... ... ....... 106,372 10,334,040
Transocean Inc.*. . ... ... .. 65,848 4,588,947
Weatherford International Ltd.* ..................... 123,400 4,467,080
23,559,271
Railroad — 1.52%
Central Japan Railway Company (A)................. 225 2,155,849
Union Pacific Corporation ......................... 51,500 4,146,265
_ 6,302,114

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value
Real Estate Investment Trust — 0.99%
Hongkong Land Holdings Limited . .............. 604,000 $ 1,896,560
Keppel Land Limited (A). . ..................... 1,008,000 2,218,916
4,115,476
Retail — Food Stores — 0.68%
LAWSON, INC. (A) . .o oe e 68,400 2,818,705
Security and Commodity Brokers — 4.01%
Chicago Mercantile Exchange Holdings Inc. ... ... 28,143 10,342,271
LeggMason,Inc. ......... .. .. i 53,073 6,352,307
16,694,578
Utilities — Electric — 2.52%
Veolia Environment (A). .. ....... .. .. . 231,734 10,491,089
Utilities — Telephone — 1.90%
KDDI CORPORATION (A) . ..o 441 2,542,757
Nippon Telegraph and Telephone Corporation (A) 1,184 5,381,134
~ 7,923,891
TOTAL COMMON STOCKS - 87.94% $365,982,731
(Cost: $279,819,881)
Principal
Amount in
CORPORATE DEBT SECURITIES Thousands
Beverages — 0.43%
Central European Distribution Corporation,
8.0%, 7-25-12(B) (D) . ..o o veeeeeeae EUR900 1,153,409
Companhia Brasileira de Bebidas,
10.5%, 121511 . .. ... .. $ 500 615,000
~ 1,768,409
Capital Equipment — 0.26%
Hyundai Motor Company,
5.3%,12-19-08 (B) . ... 1,080 1,077,346
Construction Materials — 0.51%
Interface, Inc.:
7.3%,4-1-08 . . ... 520 525,200
95%,2-1-14 . .. ... 550 547,250
Ply Gem Industries, Inc.,
9.0%,2-15-12 . . ... 1,180 1,047,250
~ 2,119,700

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

Principal
Amount in

CORPORATE DEBT SECURITIES (Continued) Thousands Value
Finance Companies — 0.82%
ALROSA Finance S.A.,

8.125%,5-6-08 .. ... ... $ 900 $ 942,480
Russian Standard Bank:

75%, 10710 . 600 579,840

75%,10-7—10(B) oo o 350 340,813
SLM Corporation,

4.0%,7-25-14 . . . 600 564,162
Toyota Motor Credit Corporation,

5.85%, 1-18—15 . . ... 1,050 992,418

3,419,713

Hospital Supply and Management — 0.18%
US Oncology Holdings, Inc.,

9.26375%, 3—15-15 . . . ... 750 746,250
Mining — 0.42%
Vedanta Resources plc,

6.625%,222-10(B) . . .« o v 1,800 1,751,098
Motion Pictures — 0.16%
Cinemark, Inc.,

0.0%,3-15—14(C) o oo v 900 666,000
Multiple Industry — 0.30%
National Rural Utilities Cooperative Finance Corporation,

3.0%,2=15-06 . . .o 750 748,704
Sino-Forest Corporation,

9.125%,8-17-11 (B) . .. oo 475 509,437

1,258,141

Utilities — Electric — 0.05%
Wisconsin Energy Corporation,

5875%,4—1-06 ... ... ... 227 227,504
Utilities — Telephone — 0.26%
Open Joint Stock Company "Vimpel-Communications",

10.0%,6-16-09(B) ... viieiiiiii e 1,000 1,091,250
TOTAL CORPORATE DEBT SECURITIES - 3.39% $ 14,125,411

(Cost: $13,915,544)

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

Principal
Amount in

OTHER GOVERNMENT SECURITIES Thousands Value

South Korea - 0.24%

Korea Development Bank (The),
4.54313%,10-29-06 ......... ... $ 1,000 $ 994,132

United Kingdom - 1.51%

United Kingdom Treasury:
5.75%,12=7-09 (D) . . ..o GBP 2,000 3,633,673
4.75%,6-7-10(D) .. .o 1,500 2,641,074

6,274,747

TOTAL OTHER GOVERNMENT SECURITIES - 1.75% $ 7,268,879

(Cost: $7,428,641)

UNITED STATES GOVERNMENT
AGENCY OBLIGATIONS

Mortgage-Backed Obligations

Federal Home Loan Mortgage Corporation Agency
REMIC/CMO (Interest Only):
50%,4-15-19 . . ... $ 1,357 197,912
5.0%,4-15-19 . . .. 659 96,675
5.0%,2=15-20 .« i 2,325 118,767
5.0%, 7-15-21 . . .. 1,210 128,573
5.0%, 6—15-22 . . . 2,078 104,073
5.0%, 7-15-22 . . . 7,587 432,488
5.0%, 11-15-22 . . ... .. 648 126,200
50%,1-15-23 . . .. .. 1,534 100,006
5.0%,4-15-23 . . .. 757 73,632
5.0%, 5—15-23 . 1,148 193,103
5.0%,8-15-23 . .. 852 145,776
5.5%, 11=15-23 . . ... 3,800 439,275
55%,11-15-23 . . . ... 2,301 221,696
5.0%,9-15-24 . . .. ... 2,364 224,504
55%,9-15-24 . . ... 1,365 127,518
5.5%,4-15-25 . . .. 604 67,835
5.5%,4—15-25 . . 283 43,022
5.0%,9-15-25 . . .. .. 3,064 324,917
5.0%,4-15-26 ... ... 3,472 357,153
55%,2-15-30 . ... .. 833 112,196
5.0%,8-15-30 . . ..ot 1,731 196,710
5.5%, 3—15-81 . 1,147 174,954

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

Principal
UNITED STATES GOVERNMENT Amount in
AGENCY OBLIGATIONS (Continued) Thousands Value
Mortgage-Backed Obligations (Continued)
Federal National Mortgage Association Agency
REMIC/CMO (Interest Only):
5.5%, 11-25—17 . o $ 1,508 $ 152,614
5.0%, 52522 . . 968 154,676
55%,9-25-25 . .. ... 914 89,613
5.5%, 11-25-25 . . ... 3,008 253,202
Government National Mortgage Association Agency
REMIC/CMO (Interest Only):
5.0%, 1-20-30 . . .ot 2,172 325,632
5.0%,6-20-31 ... ... .. ... 2,366 378,709
5.0%, 7-20-383 . . . 650 130,890
55%,11-20-33 ... ... .. 2,455 473,426
5.5%, 7-1-835 . 738 121,357
Government National Mortgage Association Fixed Rate
Pass-Through Certificates:
5.5%, 11=15—16 . oot 344 349,010
55%, 111516 . .. ... .. 98 99,034
5.5%, 12=15—16 . oo i 683 693,257
5.5%, 12=15—16 . . . oo it 598 606,546
TOTAL UNITED STATES GOVERNMENT
AGENCY OBLIGATIONS — 1.88% $ 7,834,951
(Cost: $7,382,912)
Number of
CALL OPTION - 0.00% Contracts
Albertson’s, Inc., January 22.5, Expires 1-21-06....... 46 $ 1,380
(Cost: $4,920)
Face
UNREALIZED GAIN ON OPEN FORWARD Amount in
CURRENCY CONTRACTS - 0.09% Thousands
British Pound, 3-8-06 (D) .. .....vvvvviiiiinnnn... GBP 5,380 307,073
Euro, 6—8-06 (D) . ..o i it EUR 750 36,735
Euro, 7=19-06 (D) . ..ot et 900 29,855
$ 373,663

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

Principal
Amount in
SHORT-TERM SECURITIES Thousands Value
Commercial Paper
Security and Commodity Brokers — 1.15%
Greenwich Capital Holdings Inc. (Royal Bank of
Scotland PLC (The)),
4.2%,1-3-06 .. oot $4,759 $ 4,757,890
Utilities — Electric — 0.23%
Wisconsin Electric Power Co.,
4.22%,1-3-06 . . ..ot 964 963,774
Total Commercial Paper — 1.38% 5,721,664
United States Government Obligation — 0.91%
United States Treasury Bill,
3.845%,2-2-06 .. ...\ 3,800 3,787,794
TOTAL SHORT-TERM SECURITIES - 2.29% $ 9,509,458
(Cost: $9,508,676)
TOTAL INVESTMENT SECURITIES - 100.56% $418,496,525
(Cost: $328,723,563)
LIABILITIES, NET OF CASH®E) AND
OTHER ASSETS - (0.56%) (2,328,876)
NET ASSETS - 100.00% $416,167,649

See Notes to Schedule of Investments on page 24.
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The Investments of Asset Strategy Portfolio

December 31, 2005

Notes to Schedule of Investments

Certain acronyms are used within the body of the Portfolio’s holdings. The definitions of these
acronyms are as follows: ADR - American Depositary Receipts; REMIC — Real Estate Mortgage

Investment Conduit; CMO — Collateralized Mortgage Obligation.

The following swap agreements were outstanding at December 31, 2005. (See Note 7 to financial

statements):
Reference Fixed Expiration Notional Unrealized
Counterparty Entity Rate Date Amount Depreciation
Merrill Lynch Dow Jones CDX
International Emerging
Markets
Series 4 1.80%  12-20-10  $3,600,000 $ (48,600)
Merrill Lynch Dow Jones CDX
International North America
High Yield
Series 5 3.95%  12-20-10 3,724,000 (53,998)
$(102,598)

*No dividends were paid during the preceding 12 months.

(B)Securities were purchased pursuant to Rule 144A under the Securities Act of 1933 and may be resold
in transactions exempt from registration, normally to qualified institutional buyers. At December 31,

2005, the total value of these securities amounted to $8,216,467 or 1.97% of net assets.

(C)The security does not bear interest for an initial period of time and subsequently becomes interest

bearing.

(D)Principal amounts are denominated in the indicated foreign currency, where applicable (EUR — Euro,

GBP — Great Britain Pound).

(E)Cash serves as collateral for the following open futures contract at December 31, 2005. (See Note 6 to

financial statements):

Underlying
Underlying Number of Expiration Market Face Amount
Security Contracts Date Value at Value
S&P 500 Index 24 3-18-06 $7,528,800 $7,596,300

See Note 1 to financial statements for security valuation and other significant accounting policies

concerning investments.

See Note 3 to financial statements for cost and unrealized appreciation and depreciation of

investments owned for Federal income tax purposes.
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Statement of Assets and Liabilities

ASSET STRATEGY PORTFOLIO
December 31, 2005
(In Thousands, Except for Per Share Amounts)

ASSETS
Investments — at value (Notes 1 and 3):

Bullion (cost —$10,663). . ... ..o vviii
Securities (cost—$318,061) .. .......... ...

Initial margin .. ...
Deposit with broker forswaps. ..........................

Receivables:

Dividends andinterest. . ........ ... ... ... ... ... ...,
Portfolio sharessold .............. ... ... ... ... .....
Investment securitiessold. .. ........ ... ... .. ...

Totalassets ........... i

LIABILITIES

Payable for investment securities purchased . . .............
Unrealized depreciation on swap agreements (Note 7). . .. . ..
Payable to Portfolio shareholders. .. ............ ... ... ...
Amortized swap premiums received (Note 7) ..............
Accrued managementfee (Note 2) ......................
Accrued accounting servicesfee (Note 2) .. ...............
Accrued servicefee (Note 2) ......... ...t

Totalnetassets. ................ ... ... ... ...,

NET ASSETS
$0.001 par value capital stock:

Capital Stock . ... ..o
Additional paid-incapital . . .. ....... ... ...

Accumulated undistributed income (loss):

Accumulated undistributed net investment income. ... .. ..

Accumulated undistributed net realized loss on

investment transactions . .. ........ .. ... ... .. ...
Net unrealized appreciation in value of securities. . .. ... ..
Net unrealized appreciation in value of forward currency contracts
Net unrealized appreciation in value of futures...........
Net unrealized depreciation in value of swaps . ..........
Net unrealized appreciation in value of foreign currency exchange

Net assets applicable to outstanding units of capital

Net asset value, redemption and offering price per share. . ... ...
Capital sharesoutstanding .. ...,
Capital shares authorized . ......... ... ... ... ... ...

See Notes to Financial Statements.

.......... $ 13,400
.......... 405,097

418,497

.......... 4
.......... 378
.......... 120

.......... 715
.......... 632
.......... 38
.......... 420,384

.......... 4,004
.......... 103
.......... 23
.......... 18
.......... 16
.......... 10
.......... 6
.......... 3
.......... 33
.......... 4,216

$416,168

.......... $ 47
.......... 327,050

.......... 271

.......... (941)
.......... 89,399

..... 374

.......... 68
.......... (103)

..... 3
$416,168

$ 8.8625

.......... 46,958
.......... 80,000

AnnualReport



Statement of Operations

ASSET STRATEGY PORTFOLIO
For the Fiscal Year Ended December 31, 2005
(In Thousands)

INVESTMENT INCOME
Income (Note 1B):
Dividends (net of foreign withholding taxes of $237) ... ..
Interest and amortization. . ........... ... .. ... ...
Totalincome. . ...
Expenses (Note 2):
Investment managementfee........................
Servicefee. .. ...
Accounting servicesfee ........... .. i
Custodianfees. . ...
Shareholderservicing . .. ...
Auditfees. . ...
Legalfees ... ..o
Other ...
Totalexpenses. ........ ...
Net investmentincome.......................
REALIZED AND UNREALIZED GAIN
(LOSS) ON INVESTMENTS (NOTES 1 AND 3)
Realized net gain on securities. . . ......... ... ... .. ...
Realized net loss on forward currency contracts . .. ........
Realized net loss on futures contracts . . . ................
Realized net gain on purchased options .. ...............
Realized net loss on written options. . . ..................
Realized netlossonswaps ............. ...t
Realized net loss on foreign currency transactions . ........
Realized net gainoninvestments . ...................

Unrealized appreciation in value of securities during the period . ..........

Unrealized appreciation in value of forward currency contracts
duringtheperiod. ... ... ...

Unrealized appreciation in value of futures contracts during the period . . . . .
Unrealized appreciation in value of written options during the period . . . .. ..

Unrealized depreciation in value of swaps during the period. .
Unrealized depreciation in value of foreign currency exchange
duringtheperiod. ... ... .. .. .. i
Unrealized appreciation in value of investments during the
Net gainoninvestments. ............... ... ... ...

Net increase in net assets resulting from operations

See Notes to Financial Statements.

period . .....

$ 5,033
2,044
7,077

2,322
829
103

67

13

9

5

72
3,420
3,657

27,044
(1,013)
(85)

517
(1,442)
(161)
(148)

24712

46,755

1,387
68

8
(103)

(1)
48,114
72,826

$76,483
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Statement of Changes in Net Assets

ASSET STRATEGY PORTFOLIO
(In Thousands)

For the fiscal year
ended December 31,

2005 2004
INCREASE IN NET ASSETS
Operations:
Net investmentincome ................... $ 3,657 $ 2,493
Realized net gain on investments . .......... 24,712 3,673
Unrealized appreciation. . ................. 48,114 26,567
Net increase in net assets resulting
fromoperations. ................... 76,483 32,733
Dividends to shareholders from (Note 1E):(")
Net investmentincome ................... (3,310) (3,562)
Realized gains on investment transactions (27,042) (1,900)
(30,352) (5,462)
Capital share transactions®. .. ............... 87,671 28,150
Totalincrease. ....................... 133,802 55,421
NET ASSETS
Beginning of period. .. ........ ... ... o 282,366 226,945
Endofperiod........... ... ... . L $416,168 $282,366
Undistributed net investment income ... .. ... $ 2N $ —
(1)See “Financial Highlights” on page 28.
(2)Shares issued from sale of shares ............. 8,801 5,516
Shares issued from reinvestment of dividend
and/or capital gains distribution ............... 3,425 710
Sharesredeemed. ........... ... ... (1,974) (2,298)
Increase in outstanding capital shares ............ 10,252 3,928
Value issued from sale of shares. . ............... $ 73,672 $ 38,917
Value issued from reinvestment of dividend
and/or capital gains distribution ............... 30,352 5,462
Valueredeemed. ............ ..., (16,353) (16,229)
Increase in outstanding capital . ................. $ 87,671 $ 28,150

*Not shown due to rounding.

See Notes to Financial Statements.
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Financial Highlights

ASSET STRATEGY PORTFOLIO
For a Share of Capital Stock Outstanding Throughout Each Period:

For the fiscal year ended December 31,

2005 2004 2003 2002 2001
Net asset value,
beginning of period. . . . .. $7.6926 $6.9237 $6.3078 $6.2046  $7.0540
Income (loss) from
investment operations:
Net investment
income............. 0.0836 0.0699 0.0769 0.1005 0.1323
Net realized and
unrealized gain
(loss) on
investments . ........ 1.7847 0.8508 0.6469 0.1032 (0.8354)
Total from investment
operations. . ........... 1.8683 0.9207 0.7238 0.2037 (0.7031)
Less distributions from:
Net investment
income............. (0.0762)  (0.0990) (0.0769)  (0.1005)  (0.1334)
Capitalgains. .......... (0.6222)  (0.0528) (0.0310)  (0.0000)  (0.0129)
Total distributions . .. ....... (0.6984) (0.1518)  (0.1079)  (0.1005)  (0.1463)
Net asset value,
end of period. .. ........ $8.8625 $7.6926 $6.9237 $6.3078 $6.2046
Totalreturn............... 24.27% 13.30% 11.47% 3.28% -9.96%
Net assets, end of period
(inmillions) ............ $416 $282 $227 $167 $115
Ratio of expenses to
average netassets ... ... 1.03% 1.06% 1.03% 1.04% 1.03%
Ratio of net investment
income to average
netassets ............. 1.10% 1.02% 1.27% 1.90% 2.63%
Portfolio turnover rate. . . .. .. 79% 118% 224% 95% 188%

See Notes to Financial Statements.

AnnualReport



Manager’s Discussion of Balanced Portfolio

December 31, 2005

C

The following discussion, graphs and tables
provide you with information regarding the
Portfolio’s performance for the fiscal year
ended December 31, 2005. Please note that
the Portfolio’s performance data does not take
into account any expenses or charges
associated with owning a variable life or
annuity policy invested in the W&R Target
Funds, Inc.

How did the Portfolio perform during
the last fiscal year?

The Portfolio increased 5.01 percent for the
fiscal year, compared with the S&P 500 Index
(reflecting the performance of securities that
generally represent the stock market), which
increased 4.92 percent for the same period;
the Citigroup Treasury/Government
Sponsored/Credit Index (generally reflecting
the performance of funds in the bond
market), which increased 2.47 percent for the
period; and the Lipper Variable Annuity
Balanced Funds Universe Average (reflecting
the universe of funds with similar investment
objectives), which increased 4.81 percent for
the period. Multiple indexes are presented
because the Portfolio invests in both stocks
and bonds.

An interview with Cynthia P. Prince-Fox,
portfolio manager of W&R Target Funds, Inc. —
Balanced Portfolio

What factors affected the Portfolio’s
performance during the fiscal year?

The most important reasons behind the
Portfolio’s slight outperformance, we believe,
were strong asset allocation decisions and
industry emphasis. The equity portion of the
Portfolio outperformed the S&P 500
primarily as a result of our holdings in the
energy, health care, utilities and industrial
sectors. Our strategy of maintaining our
weightings in economically sensitive areas
throughout the year had a positive impact on
overall performance. The energy sector was
the best performing sector as oil prices
pushed up against $70 per barrel in late
summer. We maintained our overweight
position in energy for most of the year, as we
felt prices would remain higher than
generally anticipated. The Fund was also
overweight in utilities, the second best
performing sector in the S&P 500, which
continued to do well as an industry, offering
compelling valuations and dividend yields,
with added gains from deregulated nuclear
and coal plant exposure that benefited from
rising energy prices. Our health care exposure
largely was centered around the services,
distribution and specialty pharmaceuticals
and away from the larger pharmaceuticals.
From an asset allocation standpoint, we felt
equities were more attractive than fixed
income, and positioned the Portfolio
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accordingly. Given this, the fixed income
portion of the Portfolio performed about in-
line with the benchmark.

What other market conditions or events
influenced the Portfolio’s performance
during the fiscal year?

Over the last 12 months, the financial
markets have fluctuated, anticipating either a
more severe slowdown in the economy or a
protracted period of slower but positive
economic growth. We felt the latter seemed
more likely as companies have been unwilling
to add significantly to either their payrolls or
capacity, corroborated by capital spending
and hiring trends. This behavior effectively
reduced the possibility of excess inventory in
the system. The markets also were grappling
with the idea of $70-per-barrel oil and the
tendency for past oil spikes to cause a
recession. As such, attention turned to the
consumer in anticipation of a pullback in
spending. The result has been an increase in
both disposable income and consumer
confidence, with rising home prices perhaps
explaining part of the optimistic view by the
consumer.

All these issues, coupled with the uncertainty
of how high the Federal Reserve would be
willing to raise interest rates, resulted in a
great deal of short-term volatility around any
given economic data point. While much of
the gains for the fiscal year remained
clustered in a handful of sectors, specifically
energy, we did see a broadening out in
performance to other sectors as oil prices
pulled back from the highs reached in
September. We view these events as a healthy
sign as we head into 2006. Meanwhile, the
yield curve continued to flatten heading into
the final quarter of the year, as evidenced by
the benchmark 10-year U.S. Treasury yield,
which showed little movement after the
Federal Reserve continued to raise the target
rate 25 basis points at each of the two
meetings in late 2005.

What strategies and techniques did you
employ that specifically affected the
Portfolio’s performance?

We maintained our weightings in
economically sensitive areas throughout the
year, particularly those we felt would benefit
from growth in Asia and other emerging
economies. We increased our emphasis on
holdings — such as health care and consumer
staples — that we felt were likely to
demonstrate sustainable growth rates in a
decelerating economy. Conversely, we
underweighted the American consumer.
While not calling for a drastic retrenchment
of the consumer, we do feel the consumer will
have less discretionary income to spend. We
believe that higher short-term interest rates
(which impact adjustable loans and credit
expenses), increased gasoline and heating
costs, and a cooling real estate market likely
will detract from consumer spending.

What industries or sectors did you
emphasize during the fiscal year, and
what is your outlook for the next 12
months?

Overall, we placed our greatest emphasis on
industrials, health care and utilities relative to
the weightings found in the benchmark.
While the financial sector is the largest
weighted sector in the Portfolio, we are
significantly underweight banks. We have
preferred to invest in financial holdings that
we feel may benefit from strong secular and
demographic trends, such as student lending
and wealth management.

As we look to 2006, we continue to believe
that returns from the broad equity market
likely will be positive. We saw a significant
compression in price-earnings (P/E)
multiples in 2005, which some believe could
insulate the markets, to some degree, if
interest rates and/or inflation move
significantly up from here. While we do not
endorse this view at the present, we are
optimistic about the continued expansion of
the global economy as profit margins are
historically high, making earnings growth
more highly valued. Regarding sector
emphasis, we believe that selective,
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economically sensitive areas will continue to content distribution. While these trends were

perform well as we head into 2006. We also just a concept five or six years ago, they are a
feel there are some very exciting reality today. As such, we have some exposure
developments occurring in technology and to these developments and look to increase
telecommunications. Some of the trends that that, given ongoing consumer technology
we are beginning to witness are a result of the adoption.

digitization of content and new forms of

As with any mutual fund, the value of the Portfolio’s shares will change, and you could lose
money on your investment. These and other risks are more fully described in the Portfolio’s
prospectus.

The opinions expressed in this report are those of the portfolio manager and are current only
through the end of the period of the report as stated on the cover. The manager’s views are
subject to change at any time based on market and other conditions, and no forecasts can

be guaranteed.
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Comparison of Change in Value of
$10,000 Investment

W&R Target Balanced Portfolio™ . . ......................... $19,826

— = S&P500INdeX . ... $23,862

— — —  Citigroup Treasury/Government Sponsored/Credit Index ........ $18,280

_____ Lipper Variable Annuity Balanced Funds Universe Average ...... $20,524
$30,000
$25,000
$20,000
$15,000
$10,000
$5,000
$0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

(1)The value of the investment in the Portfolio is impacted by the ongoing expenses of the Portfolio and
assumes reinvestment of dividends and distributions.

Average Annual Total Return®

1-yearperiodended 12-31-05 . ... ... ... ... . . .. . 5.01%
5-year period ended 12-31-05 . . ... ... . . it 3.25%
10-year period ended 12-31-05 . . . ... .ottt 7.08%

(2)Data quoted is past performance and current performance may be lower or higher. Past
performance is no guarantee of future results. Investment return and principal value of an
investment will fluctuate and shares, when redeemed, may be worth more or less than their
original cost. Please call 1.888.WADDELL for the Portfolio’s most recent month-end
performance. Performance data quoted does not reflect any expenses or charges associated
with owning a variable life insurance policy or variable annuity contract that invests in the
Portfolio’s shares. When such charges are deducted, actual investment performance in a
variable policy or contract will be lower.

Past performance is not necessarily indicative of future performance. Indexes are unmanaged. The
performance graph and table do not reflect the deduction of taxes that a shareholder would pay on
Portfolio distributions or on the redemption of Portfolio shares.

AnnualReport



SHAREHOLDER SUMMARY OF BALANCED PORTFOLIO

Portfolio Highlights

On December 31, 2005, W&R Target Balanced Portfolio had net assets totaling $581,584,541
invested in a diversified portfolio of:
69.02% Domestic Common Stocks
16.87% U.S. Government and Government Agency Obligations
5.79%  Foreign Common Stocks
5.03% Corporate Debt Securities
2.99% Cash and Cash Equivalents
0.30%  Other Government Security

As a shareholder of the Portfolio, for every $100 you had invested on December 31, 2005,
your Portfolio owned:

Common Stocks

[ | Domestic ........coviiiii. $69.02
[ ] Foreign........ ... ... ... ... . ... $ 5.79
B U.S. Government and Government
Agency Obligations . ................ $16.87
Corporate Debt Securities .. ............ $ 5.03
B CashandCash Equivalents. ............ $ 2.99
[1 Other Government Security . ............ $ 0.30
I U.S. Government and Government
Agency Obligations . ................ $16.87
"0 Financial Services Stocks .............. $13.90
B HealthCareStocks ................... $11.66
Technology Stocks . . .................. $11.36
Bl  EnergyStocks .............. ... ... $ 8.12
Consumer Nondurables Stocks . . ........ $ 6.45
[ ] Multi-Industry Stocks . ................. $ 5.06
Il Corporate Debt Securities . . ............ $ 5.03
I Miscellaneous Stocks. . ................ $ 4.59
Bl Business Equipment and Services Stocks .  $ 4.47
[ Capital Goods Stocks. . ................ $ 4.01
Il Cashand Cash Equivalents. ............ $ 2.99
[0 Utilities Stocks . ......... ... $ 2.64
Il Consumer Services Stocks . ............ $ 255
[] Other Government Security . ............ $ 0.30
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The Investments of Balanced Portfolio

December 31, 2005

COMMON STOCKS Shares Value
Air Transportation — 0.94%
Southwest Airlines Co. ........ ... ... ......... 333,000 5,471,190
Aircraft — 1.21%
Boeing Company (The) ........................ 100,100 7,031,024
Banks — 4.77%
Bank of America Corporation. . .................. 100,300 4,628,845
Citigroup Inc. ... ... 202,700 9,837,031
Northern Trust Corporation ..................... 168,400 8,720,594
Wachovia Corporation .. ..................cu... 86,300 4,561,818
"~ 27,748,288
Beverages — 1.09%
Anheuser-Busch Companies, Inc. ............... 29,000 1,245,840
Brown-Forman Corporation, Class B. ............. 73,400 5,088,088
6,333,928
Business Equipment and Services — 2.39%
Cintas Corporation. . ..., 203,300 8,359,696
Pitney Bowes Inc. .......... ... ... . ... . L 131,300 5,547,425
13,907,121
Capital Equipment — 2.03%
Caterpillarinc. ....... ... .. 82,600 4,771,802
Ingersoll-Rand Company Limited, Class A ......... 174,000 7,024,380
" 11,796,182
Chemicals — Specialty — 0.94%
Air Products and Chemicals, Inc. ................ 92,200 5,457,318
Communications Equipment — 1.78%
Nokia Corporation, Series A, ADR. . .............. 339,500 6,212,850
Plantronics, Inc. .......... ... . 145,900 4,128,970
10,341,820
Computers — Micro — 2.22%
Apple Computer, Inc.* ............. ... ..., 109,800 7,875,954
DellInc.* . oo 168,157 5,035,461
12,911,415
Computers — Peripherals — 3.44%
Adobe Systems Incorporated . .................. 217,300 8,028,148
Microsoft Corporation. . ............ ... ... ...... 457,800 11,955,447
19,983,595
Defense — 1.57%
General Dynamics Corporation . ................. 80,200 9,146,810

See Notes to Schedule of Investments on page 41.
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The Investments of Balanced Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value

Electrical Equipment — 1.04%

Emerson ElectricCo. ......................... 81,200 $ 6,065,640

Electronic Instruments — 1.14%

Lam Research Corporation™ .................... 185,450 6,617,783

Finance Companies — 2.68%

SLM Corporation .. ... 282,500 15,562,925

Food and Related — 3.10%

Archer Daniels Midland Company . ............... 256,500 6,325,290

Campbell Soup Company . ..................... 251,900 7,499,063

Kellogg Company. ..., 96,900 4,188,018
18,012,371

Health Care — Drugs — 4.50%

Allergan, Inc. ... 80,500 8,690,780

AmgenInc.” .. ... 81,100 6,387,436

Gilead Sciences, Inc.” . ......... ... .. ... ... 114,000 5,992,410

Novartis AG, ADR . ... ... ... i 97,300 5,106,304
26,176,930

Health Care — General — 4.28%

Biomet,Inc. ... . 167,100 6,105,834

Boston Scientific Corporation*. . ................. 150,100 3,675,949

DENTSPLY International Inc. ................... 98,700 5,292,788

Johnson &Johnson . ............ ... ... ... ..., 163,300 9,814,330
24,888,901

Hospital Supply and Management — 2.88%

Medtronic, Inc. ... .. 132,700 7,639,539

UnitedHealth Group Incorporated . ............... 146,200 9,084,868
16,724,407

Household — General Products — 1.50%

Colgate-Palmolive Company . ................... 158,900 8,715,665

Insurance - Life — 1.11%

Aflac Incorporated .. ......... ... . 138,900 6,447,738

Insurance — Property and Casualty — 2.87%

Alistate Corporation (The) ...................... 95,000 5,136,650

Berkshire Hathaway Inc., ClassB* ............... 2,300 6,751,650

Chubb Corporation (The). ...................... 49,800 4,862,970
16,751,270

See Notes to Schedule of Investments on page 41.
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The Investments of Balanced Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value
Motion Pictures — 1.46%
News Corporation Limited, Class A............... 402,700 $ 6,261,985
News Corporation Limited, ClassB............... 132,900 2,207,469
8,469,454
Multiple Industry — 5.06%
General Electric Company..................... 328,756 11,522,898
Genworth Financial, Inc. ..................... 117,100 4,049,318
LasVegas Sands, Inc.” ........ ... ... ... ... 192,900 7,613,763
NRG Energy, Inc.* . ... .. i 133,000 6,266,960
29,452,939
Non-Residential Construction — 0.94%
Fluor Corporation. . ... .. 70,800 5,470,008
Petroleum - International — 3.97%
BPp.lc,ADR . ... ... 115,500 7,417,410
ChevronTexaco Corporation ................... 83,000 4,711,910
Exxon Mobil Corporation .. .................... 195,546 10,983,819
23,113,139
Petroleum — Services — 4.15%
Nabors Industries Ltd.*. .. ..................... 74,900 5,673,675
Schlumberger Limited .. ...................... 151,300 14,698,795
Smith International, Inc. . .......... ... ... ..... 101,300 3,759,243
" 24,131,713
Publishing — 1.09%
Meredith Corporation. ........................ 121,200 6,343,608
Retail — General Merchandise — 1.46%
Target Corporation. . ........... ... .. ... ..... 154,200 8,476,374
Security and Commodity Brokers — 2.47%
American Express Company . .................. 110,300 5,676,038
Ameritrade Holding Corporation*. . ............... 102,900 2,469,085
Franklin Resources, Inc. ...................... 66,000 6,204,660
14,349,783
Timesharing and Software — 2.08%
eBay Inc.. ... . 139,400 6,025,565
Paychex, Inc. ........ ... . ... . .. ... 159,200 6,069,500
~ 12,095,065
Tobacco — 0.76%
Altria Group, Inc. .. ... .. 59,300 4,430,896

See Notes to Schedule of Investments on page 41.
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The Investments of Balanced Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value
Trucking and Shipping — 1.25%
Expeditors International of Washington, Inc. .. .... 107,700 $ 7,265,981
Utilities — Electric — 2.64%
Dominion Resources, Inc. .................... 91,200 7,040,640
Exelon Corporation .......................... 157,000 8,342,980
15,383,620
TOTAL COMMON STOCKS - 74.81% $435,074,901
(Cost: $361,143,872)
Principal
Amount in
CORPORATE DEBT SECURITIES Thousands
Air Transportation — 0.06%
Southwest Airlines Co.,
7.875%,9-1-07 . ..o $ 360 375,546
Banks — 0.24%
Wells Fargo Bank, N.A.,
755%,6-21-10 . ..o 1,250 1,380,600
Beverages — 0.29%
Coca-Cola Enterprises Inc.,
6.7%,10-15-36 . . . ..o 500 572,107
Diageo Capital plc,
35%, 11-19-07 . . ... 1,150 1,120,084
1,692,191
Business Equipment and Services — 0.18%
PHH Corporation,
7125%, 3113 . oo 1,000 1,055,882
Chemicals — Specialty — 0.18%
Vulcan Materials Company,
6.4%,2-1-06 ... ... .. . 1,050 1,050,231

See Notes to Schedule of Investments on page 41.

AnnualReport



The Investments of Balanced Portfolio

December 31, 2005

Principal
Amountin

CORPORATE DEBT SECURITIES (Continued) Thousands Value
Finance Companies — 1.12%
American International Group,

3.85%, 11-26-07 (A) . . ..o $1,400 $ 1,372,964
Banco Hipotecario Nacional:

7.916%, 72509 (A) . ..o oo 17 413

8.0%, 3-31—11 (A) ..ot 1,052 157,742
First Union-Lehman Brothers-Bank of America

Commercial Mortgage Trust,

6.56%, 11-18-35 . . .. ... 906 930,823
First Union-Lehman Brothers Company,

6.65%, 11—18-29 . . ... ... 789 806,359
Mellon Residential Funding,

6.75%,6-26-28 ... ... .. 136 135,644
Prudential Insurance Company of America,

6.6%, 5—15-08 (A) ..o oo 1,500 1,558,797
Unilever Capital Corporation,

5.9%, 11-15-32 . . ... 1,450 1,535,850

6,498,592

Food and Related — 0.27%
Archer-Daniels-Midland Company,

7.0%,2=1-31 . 1,350 1,590,666
Insurance — Life — 0.26%
StanCorp Financial Group, Inc.,

6.875%, 10112 . . ... ... 1,375 1,479,005
Insurance — Property and Casualty — 0.28%
Principal Life Global,

6.25%,2—15—12 (A) . .o oo 1,500 1,593,333
Leisure Time Industry — 0.18%
Cendant Corporation,

6.875%,8-15-06 .. ... .o 1,000 1,010,264
Multiple Industry — 1.67%
Cargill, Inc.,

6.375%, 6112 (A) . . ... 1,150 1,227,364
General Electric Capital Corporation,

2.85%,1-30-06 .. ....ovviiiii 6,000 5,993,454
Household Finance Corporation,

6.5%, 1-24-06 . . . ...t 2,500 2,502,487

9,723,305

See Notes to Schedule of Investments on page 41.
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The Investments of Balanced Portfolio

December 31, 2005

Principal
Amount in

CORPORATE DEBT SECURITIES (Continued) Thousands Value

Real Estate Investment Trust — 0.30%

Vornado Realty L.P,
5.625%,6—15-07 .. ... .. $1,750 $ 1,762,241

TOTAL CORPORATE DEBT SECURITIES - 5.03% $ 29,211,856

(Cost: $29,319,285)

OTHER GOVERNMENT SECURITY - 0.30%

Canada

Hydro-Quebec,
8.0%, 2—1—13 . . 1,500 $ 1,779,363

(Cost: $1,665,550)

UNITED STATES GOVERNMENT AND
GOVERNMENT AGENCY OBLIGATIONS

Agency Obligations — 0.19%

Federal National Mortgage Association,
7.25%, 11510 . .. .. o 1,000 1,089,581

Mortgage-Backed Obligations — 3.58%

Federal National Mortgage Association Fixed Rate
Pass-Through Certificates:
6.23%,1-1-08 . . .. ... 1,606 1,628,064
6.0%, 9—1—17 . .. 736 754,234
50%,1-1-18 . . ... 587 581,311
5.5%,4—1-18 . .. 351 353,844
5.0%, 5-1-18 . 297 294,394
4.5%, 7T-1-18 . .o 3,485 3,398,531
7.0%,9-1-25 . .. 90 93,691
6.5%,10-1-28 . . .. ... 469 491,281
6.5%,2-1-29 . .. . 358 375,037
75%,4—1-31 . 249 262,885
7.0%, 7-1-81 . o 438 460,994
7.0%,9-1-31 . 428 448,938
7.0%,9-1-81 .. .. 328 344,848
T.0%, 11181 . 97 101,861
6.5%,2-1-82 .. ... 1,507 1,555,421
7.0%,2-1-82 . .o 568 596,140
7.0%,2=1-82 . 501 525,662
7.0%,3—1-82 . .o 337 353,763
T.0%, 7T-1-32 . o 875 920,844

See Notes to Schedule of Investments on page 41.

AnnualReport



The Investments of Balanced Portfolio

December 31, 2005

Principal
UNITED STATES GOVERNMENT AND Amount in
GOVERNMENT AGENCY OBLIGATIONS (Continued) Thousands Value
Mortgage-Backed Obligations (Continued)
Federal National Mortgage Association Fixed Rate
Pass-Through Certificates (Continued):
6.0%, 9—1-82 . . .. $2,730 $ 2,760,862
6.0%,2=1-33 . . 698 705,918
55%,5-1-83 .. .. 1,150 1,141,803
5.5%,5-1-83 . .. 850 844,206
55%,5-1-83 .. ... 541 536,997
5.5%,6-1-83 . .. 934 927,478
Government National Mortgage Association
Fixed Rate Pass-Through Certificates:
6.0%,8-15-28 . . . ... 55 56,632
6.5%,8-15-28 . ... ... ... 102 106,633
United States Department of Veterans Affairs,
Guaranteed REMIC Pass-Through Certificates,
Vendee Mortgage Trust, 1997-A Class 3-A,
8.293%,12-15-26 . . ... oo 193 203,166
20,825,438
Treasury Inflation Protected Obligation — 0.20%
United States Treasury Note,
3.0%,7-15—12(B) .. .o 1,000 1,171,431
Treasury Obligations — 12.90%
United States Treasury Bonds:
75%, 11-15—16 . ..o 1,500 1,884,141
7.25%,8-15-22 . ... 4,000 5,209,064
6.25%,8-15-23 . . ... 5,250 6,269,240
5.25%,2-15-29 . . . ... 1,150 1,254,893
United States Treasury Notes:
3.25%,8-15-07 . it 5,000 4,909,570
4.25%, 10-31-07 . . ..o 1,200 1,196,484
3.0%, 11-15-07 . oo 4,000 3,900,312
3.0%,2-15-08 . . . ..o 3,000 2,915,508
2.625%,5-15-08 . .. ... ... 4,000 3,842,500
4.75%,11-15-08 . . ... ... 4,000 4,038,436
4.0%,3-15-10 . . oo 3,200 3,154,125
4.25%,10-15-10 . ..o oot 10,000 9,947,660
3.875%,2-15-13 . . ... 3,000 2,907,774
3.625%,5-15-13 . . ..o 3,000 2,861,367
4.25%,8-15-13 . .. .. 4,000 3,964,220
4.25%,8-15-15 . . ... 17,000 16,780,190
75,035,484

TOTAL UNITED STATES GOVERNMENT AND

GOVERNMENT AGENCY OBLIGATIONS - 16.87%

$ 98,121,934

(Cost: $97,319,843)

See Notes to Schedule of Investments on page 41.
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The Investments of Balanced Portfolio

December 31, 2005 L
Principal

Amount in
SHORT-TERM SECURITIES Thousands Value

Beverages — 0.51%
Concentrate Manufacturing Company of Ireland
(The) (PepsiCo, Inc.),
4.28%,1-18-06 . . ..o i $3,000 $ 2,993,937

Finance Companies — 0.33%
Ciesco, LLC,
A27%,1-11-06 . . . ... 1,900 1,897,746

Household — General Products — 0.86%
Kimberly-Clark Worldwide Inc.,
412%,1-83-06 . .. ..o 5,000 4,998,856

Multiple Industry — 0.51%
Michigan Consolidated Gas Co.,
443%,1-12-06 . . . ... 3,000 2,995,939

Utilities — Electric — 0.51%
Wisconsin Electric Power Co.,
4.22%,1-3-06 . . ... 2,955 2,954,307

TOTAL SHORT-TERM SECURITIES - 2.72% $ 15,840,785
(Cost: $15,840,785)

TOTAL INVESTMENT SECURITIES — 99.73% $580,028,839
(Cost: $505,289,335)

CASH AND OTHER ASSETS, NET OF LIABILITIES - 0.27% 1,555,702

NET ASSETS - 100.00% $581,584,541

Notes to Schedule of Investments

Certain acronyms are used within the body of the Portfolio’s holdings. The definitions of these
acronyms are as follows: ADR - American Depositary Receipts; REMIC — Real Estate Mortgage
Investment Conduit; CMO — Collateralized Mortgage Obligation.

*No dividends were paid during the preceding 12 months.

(A)Securities were purchased pursuant to Rule 144A under the Securities Act of 1933 and may be resold
in transactions exempt from registration, normally to qualified institutional buyers. At December 31,
2005, the total value of these securities amounted to $5,910,613 or 1.02% of net assets.

(B)The interest rate for this security is a stated rate, but the interest payments are determined by
multiplying the inflation-adjusted principal by one half of the stated rate for each semiannual interest
payment date.

See Note 1 to financial statements for security valuation and other significant accounting policies
concerning investments.

See Note 3 to financial statements for cost and unrealized appreciation and depreciation of
investments owned for Federal income tax purposes.
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Statement of Assets and Liabilities

BALANCED PORTFOLIO
December 31, 2005
(In Thousands, Except for Per Share Amounts)

ASSETS
Investment securities — at value (cost — $505,289) (Notes 1 and 3) ....... $580,029
Cash .. 1
Receivables:
Dividends andinterest. . .. ....... ... ... 1,968
Portfolio sharessold .. ... ... ... 16
Totalassets ... ..o 582,014
LIABILITIES
Payable to Portfolio shareholders. .. .......... .. ... .. . . ... 352
Accrued managementfee (Note 2) ........... ... ..., 22
Accrued accounting servicesfee (Note 2) . . .......... .. it 13
Accrued service fee (NOt€ 2) . ... ..ot 8
Accrued shareholder servicing (Note 2). . .. ......... . .. 5
Other. . 29
Total liabilities . . .. ... 429
Total Net @SSetS. . . ..o\t $581,585
NET ASSETS
$0.001 par value capital stock:
Capital StoCK . . ... $ 73
Additional paid-incapital . .. ... 552,565
Accumulated undistributed income (loss):
Accumulated undistributed net investmentloss .. .................. (17)
Accumulated undistributed net realized loss
oninvestmenttransactions ............. .. ... . . il (45,776)
Net unrealized appreciation in value of investments. .. .............. 74,740
Net assets applicable to outstanding units of capital. ... .......... $581,585
Net asset value, redemption and offering price pershare. .. ............... $ 7.9631
Capital sharesoutstanding .. ...t 73,035
Capital shares authorized . ... ... .. .. . 180,000

See Notes to Financial Statements.
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Statement of Operations

BALANCED PORTFOLIO
For the Fiscal Year Ended December 31, 2005

(In Thousands)
INVESTMENT INCOME
Income (Note 1B):

Interest and amortization. . .. ... ... $ 6,936
Dividends (net of foreign withholding taxes of $8) .................. 6,347
Total iINComMe . . . oo 13,283

Expenses (Note 2):
Investment managementfee........ ... ... ... . ... 4,192
Servicefee. . ... e 1,497
Accounting Services fee . ... ... 156
Custodianfees. .. ... 25
Shareholder servicing . . . ..o v 22
Auditfees. ... o e 17
Legalfees . ..o 15
Other . . 147
Total eXPENSES . . o oot 6,071
Netinvestmentincome. ........... ... ... .. ... .. ... 7,212

REALIZED AND UNREALIZED GAIN (LOSS)
ON INVESTMENTS (NOTES 1 AND 3)

Realized netgainoninvestments. . ........... .. ... ... .. .. ... 42,443
Unrealized depreciation in value of investments
duringthe period . . ... ...t (20,952)
Netgainoninvestments . ......... ... .. i 21,491
Net increase in net assets resulting from operations ............. $28,703

See Notes to Financial Statements.
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Statement of Changes in Net Assets

BALANCED PORTFOLIO
(In Thousands)

For the fiscal year
ended December 31,

2005 2004
INCREASE (DECREASE) IN NET ASSETS
Operations:
Net investmentincome .. .................. $ 7,212 $ 8,830
Realized net gainoninvestments . . .......... 42,443 19,423
Unrealized appreciation (depreciation) (20,952) 24,058
Net increase in net assets
resulting from operations ............. 28,703 52,311
Dividends to shareholders from (Note 1E):(")
Net investmentincome .. .................. (7,229) (8,830)
Realized gains on investment transactions (—) (—)
(7,229) (8,830)
Capital share transactions®. .. ................ (67,651) (30,525)
Total increase (decrease). ............... (46,177) 12,956
NET ASSETS
Beginningof period. . ......... ... ... .. 627,762 614,806
Endofperiod. .........c.oviiiiii. $581,585 $627,762
Undistributed net investment loss . .. ......... $  (17) $ ()
(1)See “Financial Highlights” on page 45.
(2)Shares issued from sale of shares .............. 2,662 5,882
Shares issued from reinvestment of dividend
and/or capital gains distribution .. .............. 908 1,150
Sharesredeemed. . ........... ... ...l (12,293) (11,271)
Decrease in outstanding capital shares. ............ (8,723) (4,239)
Value issued from sale of shares. ................. $ 20,592 $ 42,641
Value issued from reinvestment of dividend
and/or capital gains distribution .. .............. 7,229 8,830
Valueredeemed. ... ..., (95,472) (81,996)
Decrease in outstanding capital. . . .. .............. $ (67,651) $ (30,525)

*Not shown due to rounding.

See Notes to Financial Statements.
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Financial Highlights

BALANCED PORTFOLIO
For a Share of Capital Stock Outstanding Throughout Each Period:

For the fiscal year ended December 31,

2005 2004 2003 2002 2001

Net asset value,

beginning of period. . . . .. $7.6783  $7.1491 $6.0423 $6.7224  $7.3258
Income (loss) from

investment operations:

Net investment income . . . 0.0999 0.1096 0.0467 0.1145 0.1593

Net realized and

unrealized gain (loss)
on investments. . .. ... 0.2851 0.5292 1.1068 (0.6801)  (0.5955)

Total from investment

operations. . ........... 0.3850 0.6388 1.1535 (0.5656)  (0.4362)
Less distributions from:

Net investment income . . . (0.1002) (0.1096)  (0.0467)  (0.1145)  (0.1593)

Capitalgains. .......... (0.0000) (0.0000) (0.0000)  (0.0000)  (0.0079)
Total distributions . .. ....... (0.1002) (0.1096) (0.0467) (0.1145) (0.1672)
Net asset value,

end of period. .. ........ $7.9631 $7.6783 $7.1491  $6.0423 $6.7224
Totalreturn............... 5.01% 8.93% 19.09% -8.41% -5.94%
Net assets, end of period

(in millions) ............ $582 $628 $615 $168 $178
Ratio of expenses to

average net assets. . .. .. 1.01% 1.02% 1.00% 1.01% 1.00%
Ratio of net investment

income to average

netassets ............. 1.20% 1.45% 1.37% 1.79% 2.44%
Portfolio turnover rate. . . .. .. 52% 39% 43% 58% 39%

See Notes to Financial Statements.

AnnualReport



Manager’s Discussion of Bond Portfolio

December 31, 2005

Bond Portfolio

The following discussion, graphs and tables
provide you with information regarding the
Portfolio’s performance for the fiscal year
ended December 31, 2005. Please note that
the Portfolio’s performance data does not take
into account any expenses or charges
associated with owning a variable life or
annuity policy invested in the W&R Target
Funds, Inc.

How did the Portfolio perform during
the last fiscal year?

The Portfolio slightly underperformed its
benchmark index and its peer group during
the period. The Portfolio increased 1.61
percent for the fiscal year, compared with the
Citigroup Broad Investment Grade Index
(reflecting the performance of securities that
generally represent the bond market) which
increased 2.57 percent; and the Lipper
Variable Annuity Corporate Debt Funds A-
Rated Universe Average (reflecting the
universe of funds with similar investment
objectives) which increased 2.31 percent for
the same period.

What factors affected the Portfolio’s
performance during the fiscal year?

While it was a challenging year for the bond
market, it also should be noted that the
Portfolios returns include applicable fees and
expenses, whereas the benchmark index
returns do not include any such fees. After

An interview with James C. Cusser, CFA,
portfolio manager of W&R Target Funds, Inc. —

fees, we feel that the Portfolio’s relative
performance suffered because of an overly
cautious approach to a low interest-rate
environment. With fixed income yields near
historic lows, we anticipated that over the
longer term (a time horizon appropriate for
annuity investments) rates could only go up,
and, therefore, longer duration investments
(bonds more sensitive to interest rates) could
only go down. As such, we felt that the
prudent approach would be to keep the
Portfolio below the duration level of other,
competitive portfolios. Furthermore, we kept
the credit quality of the Portfolio’s investments
higher than those of many competitors. In the
end, in a year in which longer term interest
rates didn't change and credit spreads were
equally unmoved, those portfolios with the
highest current return (took the greatest credit
risk) did the best. Although the differences
between the highest returning funds and the
lowest returning funds were historically small,
we were disappointed in our relative
underperformance against our competitors.

What other market conditions or events
influenced the Portfolio’s performance
during the fiscal year?

While some might say the most significant
aspect of the fixed income environment
during the fiscal year was the Federal Reserve’s
eight interest rate hikes, we don't believe that
is what impacted where money was made or
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lost in the longer term bond market, where the
Portfolio resides. In our opinion, two other
factors had greater impact on the 2005
markets: the virtual non-movement of longer-
term interest rates, and the historic decline of
market volatility. Though the Federal Funds
rate rose from 2.25 percent to 4.25 percent in
2005, longer-term rates barely moved; the 10-
year U.S. Treasury barely rose, while the 30-
year U.S. Treasury actually declined some.
Add to which, the markets volatility declined
precipitously. As a result, bond buyers showed
no fear of the market, and were willing to take
on risk — credit risk and interest-rate risk —
without being significantly rewarded for it. As
it stands, there is a glut of savings from abroad
that poured into the U.S. market, and that
“excess liquidity” protected the bond market
from higher short-term rates and anesthetized
the market from the usual credit and volatility
fears.

What strategies and techniques did you
employ that specifically affected the
Portfolio’s performance?

As you can infer from the above, we believe
that we were too conservative in our duration
management. We were slightly short the
index, keeping the portfolio at about 95
percent of index duration over the course of
the fiscal year. Also, we had less “junk” debt in
the Portfolio than other, similar funds. We
maintained about a 10 percent exposure to
low, non-investment grade debt, while other
funds had about double that amount. The

combination of low-duration and high-quality
contributed to the Portfolio’s
underperformance.

What is your outlook for the next 12
months?

We believe these conditions of low interest
rates and low volatility will continue into
2006. Global issues, such as China’
employment problems and slower
international economic growth, likely will put
a lid on inflation, in our opinion. Also, as long
as the U.S. still has relatively high interest
rates (compared to European and Asian rates),
we believe that world savings likely will
continue to pour into the U.S. and provide our
markets with a low; steady environment.
Accordingly, we are moving the Portfolio’s
interest rate sensitivity to at least that of the
market, and we intend to take on potentially
riskier assets, perhaps not in corporate issues,
but in the areas of mortgages and other asset-
backed securities. Risk for mortgages isn't
necessarily credit risk, but more resembling
maturity risk, meaning mortgage risk is never
knowing when the securities will mature. If
interest rates should decline, mortgages
shorten in maturity; and if rates rise, they
lengthen. “Safer” mortgages typically don't
move as much in maturity relative to a change
in rates, and these mortgages usually pay less.
Given this, we anticipate buying less-safe
mortgages in 2006 in order to potentially
realize a higher current income and, ideally, a
better relative total return for our investors.

As with any mutual fund, the value of the Portfolio’s shares will change, and you could lose

money on your investment.

Fixed income securities are subject to interest rate risk, and, as such, the net asset value of the

Portfolio may fall as interest rates rise.

These and other risks are more fully described in the Portfolio’s prospectus.

The opinions expressed in this report are those of the portfolio manager and are current only
through the end of the period of the report as stated on the cover. The manager’s views are
subject to change at any time based on market and other conditions, and no forecasts can

be guaranteed.

Please note that securities issued by certain U.S. govenment-sponsored entities, including the
Federal Home Loan Mortgage Corporation (Freddie Mac), the Federal National Mortgage
Association (Fannie Mae) and the Federal Home Loan Banks (FHLBs) are not funded by
Congressional appropriations and the debt and mortgage-backed securities issued by them are
neither guaranteed nor insured by the United States government.
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Comparison of Change in Value of
$10,000 Investment

— W&RTargetBond Portfolio™ .. ... .. ... ... ... ... ..... $16,990
— —— Citigroup Broad Investment Grade Index . . . .................. $18,230
— — —  Lipper Variable Annuity Corporate Debt Funds

A-Rated Universe Average ..............coouiuiiinnaa.n. $17,243
$25,000
$20,000
$15,000
$10,000
$5,000
$0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

(1)The value of the investment in the Portfolio is impacted by the ongoing expenses of the Portfolio and
assumes reinvestment of dividends and distributions.

Average Annual Total Return(®

1-yearperiod ended 12-31-05 . ... ... ... ... .. 1.61%
5-year period ended 12-31-05 ... ... ... ... .. . ... 5.19%
10-year period ended 12-31-05 . . . ... ...ttt 5.44%

(2)Data quoted is past performance and current performance may be lower or higher. Past
performance is no guarantee of future results. Investment return and principal value of an
investment will fluctuate and shares, when redeemed, may be worth more or less than their
original cost. Please call 1.888.WADDELL for the Portfolio’s most recent month-end
performance. Performance data quoted does not reflect any expenses or charges associated
with owning a variable life insurance policy or variable annuity contract that invests in the
Portfolio’s shares. When such charges are deducted, actual investment performance in a
variable policy or contract will be lower.

Past performance is not necessarily indicative of future performance. Indexes are unmanaged. The
performance graph and table do not reflect the deduction of taxes that a shareholder would pay on
Portfolio distributions or on the redemption of Portfolio shares.
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SHAREHOLDER SUMMARY OF BOND PORTFOLIO

Portfolio Highlights

On December 31, 2005, W&R Target Bond Portfolio had net assets totaling $211,992,084
invested in a diversified portfolio of:
89.05% Domestic Bonds
9.74%  Foreign Bonds
1.21% Cash and Cash Equivalents

As a shareholder of the Portfolio, for every $100 you had invested on December 31, 2005, your
Portfolio owned:

B Corporate Debt Securities . . ............ $51.59
[ U.S. Government Mortgage-Backed

Securities . .. ... $27.09

B U.S. Government Treasury Securities . . . . . $15.64

U.S. Government Agency Securities . . . . .. $ 2.80

B Other Government Securities. .. ......... $ 1.67

[] Cashand Cash Equivalents............. $ 1.21

At December 31, 2005, the breakdown of bonds (by ratings) held by the Portfolio was as follows:

Bl AAA 59.05%
O AA 3.41%
B A 13.56%

BBB ... 15.34%
Bl BB..... 5.87%

B 1.42%
N 7 07 0 0.14%
Il Cashand Cash Equivalents. ............ 1.21%
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in

CORPORATE DEBT SECURITIES Thousands Value
Banks — 2.60%
First Union National Bank of Florida,

6.18%,2-15-36 . . . ... $4,000 $ 4,431,912
SouthTrust Bank, National Association,

6.125%,1-9-28 . . ... 1,000 1,081,336

5,513,248

Broadcasting — 0.49%
TCA Cable TV, Inc.,

6.53%,2-1-28 . ... .. 1,000 1,030,746
Business Equipment and Services — 0.19%
Quebecor World Capital Corporation,

4.875%,11-15-08 . . .. ... 425 403,730
Chemicals — Petroleum and Inorganic — 0.59%
NOVA Chemicals Corporation,

7.0%,5-15-06 . .. .o 1,250 1,257,812
Coal - 0.49%
Peabody Energy Corporation,

6.875%,3-15—18 . . ... 1,000 1,040,000
Communications Equipment — 0.25%
Harris Corporation,

6.35%,2-1-28 . . .. 500 522,579
Construction Materials — 1.30%
Hanson PLC,

7.875%,9-27-10 . . oot 2,500 2,763,718
Finance Companies — 3.64%
Ford Motor Credit Company,

6.5%, 1-25-07 . . ..o 2,000 1,934,940
General Motors Acceptance Corporation,

5.625%,5-15-09 . . . ... 3,500 3,113,922
SocGen Real Estate Company L.L.C.,

7.64%,12-29—49 (A) . . ..o 2,000 2,080,886
Westinghouse Electric Corporation,

8.875%,6—14—14 .. ... ... . 500 592,421

7,722,169

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in

CORPORATE DEBT SECURITIES (Continued) Thousands Value
Finance Companies — Mortgage Related — 23.93%
Alternative Loan Trust 2005-J4,

55%,11-25-35 . .. .. ... $1,750 $ 1,704,798
Asset Securitization Corporation,

TA49%,4-14-29 . ... ... 1,077 1,104,939
Barton Springs CDO SPC, Series 2005—1

Segregated Portfolio and Barton Springs CDO

Series 2005-1 LLC,

6.85%, 122010 . . ..o oo i i 1,750 1,610,000
Bear Stearns Commercial Mortgage Securities Inc.,

7.32%,10-15-32 . . ... .. 3,315 3,593,204
CHL Pass-Through Trust 2003-20,

5.5%,7-25-33 . . ... 2,772 2,726,622
Diversified REIT Owner Trust 19991,

6.78%,3—18—11 (A) ..o oo 750 773,789
First Union National Bank Commercial Mortgage,

7841%,3-15-10 . ..o 2,500 2,744,631
GMAC Commercial Mortgage Securities, Inc.:

6.869%, 7—15-29 . . .. ... 2,094 2,140,086

Series 2001-C1 Trust,

6.465%,4—15-34 . ... ... 2,500 2,650,313

Series 2004-C1 Trust,

41%,3-10-88 . . ... 1,500 1,455,436
GSR Mortgage Loan Trust 2004—2F,

7.0%,1-25-34 . ... ... 1,602 1,651,518
GSR Mortgage Loan Trust 2005-8F,

55%, 11-25-35 . . . ... 2,463 2,449,244
IndyMac INDX Mortgage Loan Trust 2004-AR4,

4.8075%,8-25-34 .. ... 978 953,979
MASTR Adjustable Rate Mortgages Trust 2005—1,

5.24665%,3-25-35 . . ... 2,991 2,944,586
Structured Adjustable Rate Mortgage Loan Trust,

Mortgage Pass-Through Certificates:

Series 2004-3AC,

4.9348%,3-25-34 . ... ... 2,076 2,087,334

Series 20045,

4.60123%,5-25-34 . . ... 2,022 1,924,222

Series 20046,

4.70072%,6-25-34 . . ... 996 948,596

Series 200412,

5.09858%,9-25-34 . . ... ... 2,989 2,867,314

Series 2004-18,

5.21292%,12-25-34 ... ... ... 4,048 3,969,898

Series 2004-A,

4.61652%,2-25-34 ... ... 1,649 1,628,609

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in
CORPORATE DEBT SECURITIES (Continued) Thousands Value
Finance Companies — Mortgage Related (Continued)
Structured Asset Securities Corporation:
4.7623%, 10-25-33 . . . ... $ 986 965,298
47917%,1-25-34 . ... 1,441 1,424,264
Mortgage Pass-Through Certificates,
Series 2003—40A,
47917%,1-25-34 . . ... 1,109 1,071,884
Structured Asset Securities Corporation
Trust 2005-16,
55%,9-25-35 . . ... 3,000 2,923,395
Wells Fargo Mortgage Pass-Through Certificates,
Series 2003-10,
45%,9-25-18 . ..o 2,500 2,408,558
50,722,517
Food and Related — 0.60%
Cadbury Schweppes US Finance LLC,
3.875%, 10—1-08 (A) . . ..o 750 728,341
ConAgra, Inc.,
7125%,10—1-26 . . ..o 500 551,874
1,280,215
Forest and Paper Products — 2.08%
Bowater Canada Finance Corporation,
7.95%, 111511 . ... 1,000 970,000
Champion International Corporation:
6.4%,2-15-26 . ... .. 1,500 1,499,329
6.65%, 12—15-37 . . ..o 1,500 1,532,643
Westvaco Corporation,
75%, 61527 . 364 399,221
4,401,193
Homebuilders, Mobile Homes — 1.13%
D.R. Horton, Inc.,
8.0%,2-1-09 .. ... 864 920,803
Pulte Homes, Inc.,
4.875%, 7-15-09 . . ... 1,500 1,469,379
~ 2,390,182

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in
CORPORATE DEBT SECURITIES (Continued) Thousands Value
Hospital Supply and Management — 1.52%
HCA — The Healthcare Company:
7125%,6-1-06 . ...... ... .. i $1,000 $ 1,008,200
8.75%,9-1-10 ... ... 2,000 2,211,994
3,220,194
Household — General Products — 1.25%
Procter & Gamble Company (The),
8.0%,9-1-24 . .. ... .. .. 2,000 2,660,484
Household — Major Appliances — 0.47%
Controladora Mabe S.A.de C.V.,,
6.5%, 12=15-15(A) . .. ..o 1,000 997,779
Multiple Industry — 1.93%
CHYPS CBO 1997-1 Ltd.,
6.72%, 1-15-10 (A) . .. .o 474 303,555
Comcast Cable Communications, Inc.,
8.5%,5-1-27 . .. 1,250 1,533,422

Preferred Term Securities XVI, Ltd. and Preferred

Term Securities XVI, Inc.,

7.09125%,3-23-35(A) .. ..o 1,250 1,256,250
Preferred Term Securities XVII, Ltd. and Preferred

Term Securities XVII, Inc.,

6.69688%,6—23-35(A) .. ... 1,000 1,003,750

4,096,977

Petroleum - International — 1.10%
Petrobras International Finance Company,

9.125%, 7-2—13 . . .. 2,000 2,325,000

Petroleum - Services — 1.34%
Halliburton Company,

6.75%, 2—1=27 . .\ 2,000 2,254,650

Pemex Project Funding Master Trust,
9.125%,10-13—10 . . ..o 500 575,500
2,830,150

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in

CORPORATE DEBT SECURITIES (Continued) Thousands Value
Utilities — Electric — 1.88%
Dominion Resources, Inc.,

525%,8-1-33 .. ... ... . $2,500 $ 2,450,945
HQI Transelec Chile S.A.,

7.875%,4-15—11 .. ... ... .. 750 829,967
Pepco Holdings, Inc.,

4.0%,5-15-10 . ..o 750 712,240

3,993,152

Utilities — Gas and Pipeline — 0.96%
Tennessee Gas Pipeline Company,

7.0%,3-15-27 . o 2,000 2,034,790
Utilities — Telephone — 3.85%
British Telecommunications Public Limited Company,

8.375%,12-15-10 ... . ... .. ... .. ... ... 2,000 2,276,722
Deutsche Telekom International Finance B.V.,

85%,6-15—-10 ... ... 2,500 2,834,428
Pacific Bell,

7.25%, 11127 . .o 750 775,394
Sprint Capital Corporation,

6.125%,11-15-08 . . . ... ... .. o 1,500 1,542,466
Telefonos de Mexico, S.A.de C.V.,

45%,11-19-08 . .. ... ... 750 736,425

8,165,435

TOTAL CORPORATE DEBT SECURITIES - 51.59% $109,372,070
(Cost: $109,867,666)
OTHER GOVERNMENT SECURITIES
Brazil — 0.26%
Federative Republic of Brazil (The),

9.25%,10-22—-10 . . ... ... 500 559,500
Canada - 0.88%
Province de Quebec,

TA4%,2-27-26 . . ... 1,500 1,865,709
Supernational — 0.53%
Inter-American Development Bank,

8.4%,9-1-09 ... ... ... 1,000 1,119,097
TOTAL OTHER GOVERNMENT SECURITIES - 1.67% $ 3,544,306

(Cost: $3,115,441)

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
UNITED STATES GOVERNMENT AND Amount in
GOVERNMENT AGENCY OBLIGATIONS Thousands Value
Agency Obligations — 2.80%
Federal Home Loan Bank,
5.375%,5-15—19 . . ... $2,250 $ 2,318,159
Tennessee Valley Authority,
4.875%,12-15-16 . .. ... 3,500 3,605,416
5,923,575
Mortgage-Backed Obligations — 27.09%
Federal Home Loan Mortgage Corporation Agency
REMIC/CMO:
55%,3-15—14 . ... 1,553 1,570,572
5.0%,5-15-19 . ..o 1,000 985,225
5.0%, 7-15—19 . ..o 1,155 1,134,319
5.0%,5-15-23 . . .. .. 1,500 1,476,457
6.0%,3-15-29 . . . ... 433 440,720
75%,9-15-29 . ... 798 842,202
4.0%,2-15-30 . ..ot 500 477,382
4.25%,3-15-31 . ..o 1,060 1,026,141
5.0%,9-15-82 . ... ... 1,500 1,433,001
5.5%, 4-15-24 (InterestOnly) . .. .............. 4,063 356,460
5.5%, 4-15-24 (InterestOnly) .. ............... 1,980 125,635
5.0%, 7-15-29 (InterestOnly) . . . .............. 2,111 289,610
5.0%, 9—15-31 (InterestOnly) . . ............... 3,426 543,779
Federal Home Loan Mortgage Corporation Fixed
Rate Participation Certificates:
4.0%,12-1-08 . . .. .. 1,627 1,589,000
5.0%, 7-1-25 . . . 2,920 2,852,185
6.0%, 11-1-28 . . ... 754 763,845
7.0%,5-1-81 . .o 137 143,104
6.5%,10-1-31 ... ... ... 153 156,897
6.5%, 11-1-81 . . ... 277 284,341
6.0%,2-1-82 . .. 383 388,004
6.5%, 6-1-82 .. 263 269,576
5.0%,3-1-85 . .. 1,880 1,820,172
55%, 10-1-385 . . ... 1,489 1,475,952
Federal Home Loan Mortgage Corporation
Non-Agency REMIC/CMO (Interest Only),
55%, 12=15—13 . . ..o 663 150,721

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
UNITED STATES GOVERNMENT AND Amount in
GOVERNMENT AGENCY OBLIGATIONS (Continued) ~ Thousands Value
Mortgage-Backed Obligations (Continued)
Federal National Mortgage Association Adjustable
Rate Pass-Through Certificates,
4.975%,5-1-35 . . ... $1,834 $ 1,802,752
Federal National Mortgage Association Agency
REMIC/CMO:
5.0%,3-25—18 . . o 3,500 3,450,536
5.0%,6-25—18 . ... i 2,173 2,175,188
45%,8-25—18 . .. 2,500 2,456,339
5.5%,2-25-32 . 1,500 1,515,839
4.0%,11-25-32 . .. ... 949 912,094
4.0%,3-25-383 . . 725 697,925
35%,8-25-33 . .. ... 1,882 1,713,489
5.0%, 3-25—18 (InterestOnly) ... .............. 1,418 120,042
Federal National Mortgage Association Fixed Rate
Pass-Through Certificates:
4.0%, 1-1=11 . 1,957 1,892,406
5.5%, 1-1-17 . . 1,171 1,179,228
6.0%, 1-1-17 .. 585 597,600
4.0%, 11118 .. 1,311 1,254,676
55%, 10—1-23 . . ... 949 946,747
5.0%, 4—1-24 . . 3,118 3,050,040
7.0%,6-1-24 .. . .. . e 157 164,426
5.0%,2=1-25 . 1,377 1,346,687
6.0%, 12—1-28 . . ... 150 151,758
6.5%,3-1-33 ... ... 565 580,686
5.5%, 6-1-83 .. 2,781 2,760,502
Federal National Mortgage Association Non-Agency
REMIC/CMO:
45%,7-25-24 . ..o 1,000 928,873
55%,9-25-31 .. ... 1,000 994,428
Government National Mortgage Association Agency
REMIC/CMO:
5.0%, 1-20-32 . . oo 769 760,393
5.5%, 6-20—-28 (InterestOnly) . ................ 4,301 409,165

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
UNITED STATES GOVERNMENT AND Amount in
GOVERNMENT AGENCY OBLIGATIONS (Continued) = Thousands Value
Mortgage-Backed Obligations (Continued)
Government National Mortgage Association Fixed Rate
Pass-Through Certificates:
75%, 7-15-23 . $ 47 $ 49,624
75%,12=15-23 . . .. .. 188 198,630
8.0%,9-15-25 . . .. ... . 79 84,191
T.0%, 7T=20-27 . oot 24 25,472
7.0%,8-20-27 . .o 68 70,692
6.5%, 7-15-28 . . ..o 319 333,960
6.5%,5-15-29 . . ... 124 129,741
75%, 7-15-29 . oo 33 35,017
7.75%,10-15-31 . . ... 298 308,708
Government National Mortgage Association Non-
Agency REMIC/CMO,
4.0%,1-16=30 . .. .ot 458 437,645
United States Department of Veterans Affairs,
Guaranteed REMIC Pass-Through Certificates,
Vendee Mortgage Trust:
2001-3 Class G,
6.5%, 41527 . .\ 314 316,371
2002-1 Class 2-G,
6.5%,10-15-25 . . .. ... 493 493,930
2003-2 Class D,
5.0%, 11=15-23 . . ... 1,000 1,001,001
2003-2 Class E,
5.0%,12=15-25 . . ... ... 1,500 1,484,472
57,426,573
Treasury Obligations — 15.64%
United States Treasury Bonds,
6.125%, 11-15-27 . . . ... 2,500 3,016,798
United States Treasury Notes:
5.5%,2-15-08 . .. .o 7,500 7,667,873
4.0%,4-15-10 . ... 5,000 4,927,345
5.0%, 2=15—11 .o 6,500 6,694,747
5.0%,8-15-11 . ... ... 3,000 3,096,444
4.0%,2-15-15 . .o 8,000 7,756,248
33,159,455

TOTAL UNITED STATES GOVERNMENT AND
GOVERNMENT AGENCY OBLIGATIONS - 45.53%

$ 96,509,603

(Cost: $97,646,776)

See Notes to Schedule of Investments on page 58.
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The Investments of Bond Portfolio

December 31, 2005

Principal
Amount in
SHORT-TERM SECURITY - 0.20% Thousands Value
Forest and Paper Products
Sonoco Products Co.,
427%,1-3-06 .. ... .. $435 $ 434,897
(Cost: $434,897)
TOTAL INVESTMENT SECURITIES - 98.99% $209,860,876
(Cost: $211,064,780)
CASH AND OTHER ASSETS, NET OF LIABILITIES — 1.01% 2,131,208

NET ASSETS - 100.00%

$211,992,084

Notes to Schedule of Investments

Certain acronyms are used within the body of the Portfolio’s holdings. The definitions of these
acronyms are as follows: REMIC — Real Estate Mortgage Investment Conduit; CMO — Collateralized

Mortgage Obligation.

(A)Securities were purchased pursuant to Rule 144A under the Securities Act of 1933 and may be resold
in transactions exempt from registration, normally to qualified institutional buyers. At December 31,
2005, the total value of these securities amounted to $7,144,350 or 3.37% of net assets.

See Note 1 to financial statements for security valuation and other significant accounting policies

concerning investments.

See Note 3 to financial statements for cost and unrealized appreciation and depreciation of

investments owned for Federal income tax purposes.
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Statement of Assets and Liabilities

BOND PORTFOLIO
December 31, 2005
(In Thousands, Except for Per Share Amounts)

ASSETS
Investment securities — at value (cost — $211,065) (Notes 1 and 3) ....... $209,861
Cash .. 1
Receivables:
Interest. . ... 2,138
Portfolio sharessold .. ... ... ... 43
Prepaid and otherassets . ......... .. 1
Total @SSetS . ..ot i e 212,044
LIABILITIES
Payable to Portfolio shareholders. .. .......... .. ... ... .. ... ... .. 18
Accrued accounting servicesfee (Note 2) . . .......... .. it 7
Accrued managementfee (Note2) ......... ... ... .. 6
Accrued servicefee (NOt€ 2) . ... ..ot 3
Accrued shareholder servicing (Note 2). . .......... ... ... iiin.. 2
Other. . 16
Total liabilities . . ... ... 52
Total Net @SSetS. . . .ot $211,992
NET ASSETS
$0.001 par value capital stock:
Capital Stock . ... .. $ 40
Additional paid-incapital . . .. ... 213,212
Accumulated undistributed loss:
Accumulated undistributed net investmentloss .. .................. (32)
Accumulated undistributed net realized loss
oninvestmenttransactions ................ .. it (24)
Net unrealized depreciation in value of investments. . ............... (1,204)
Net assets applicable to outstanding units of capital. . ............ $211,992
Net asset value, redemption and offering price pershare. ................. $ 5.2928
Capital shares outstanding . ... 40,053
Capital shares authorized . ......... .. ... .. 90,000

See Notes to Financial Statements.
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Statement of Operations

BOND PORTFOLIO
For the Fiscal Year Ended December 31, 2005

(In Thousands)
INVESTMENT INCOME
Income (Note 1B):

Interest and amortization. . . ... ... $10,796

Expenses (Note 2):
Investment managementfee.. ... ... ... .. .. i 1,128
Service fee. . ..o 537
Accounting servicesfee ........ ... .. 85
Custodian fees. . . ..ot 13
AUdIETEES . . o oo 9
Shareholder servicing . .. ... 8
Legalfees ... ... i 5
Other . 59
Total EXPENSES . . o\ v 1,844
Net investmentincome.......... ... ... ... ... ... .. . . ... 8,952

REALIZED AND UNREALIZED GAIN
(LOSS) ON INVESTMENTS (NOTES 1 AND 3)

Realized net gainon securities. . . ... i 973

Realized net gain on foreign currency transactions . . ................... 402

Realized netgainoninvestments. .. ...... ... ... ... ... 1,375
Unrealized depreciation in value of investments

duringthe period . ...... ...t (6,882)

Netlossoninvestments. ........ ... ... .. .. i (5,507)

Net increase in net assets resulting from operations. ........... $ 3,445

See Notes to Financial Statements.
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Statement of Changes in Net Assets

BOND PORTFOLIO
(In Thousands)

For the fiscal year
ended December 31,

2005 2004
DECREASE IN NET ASSETS
Operations:
Net investmentincome . ....................... $ 8,952 $ 8,995
Realized net gainoninvestments . ............... 1,375 2,878
Unrealized depreciation. .. ..................... (6,882) (8,449)
Net increase in net assets resulting
fromoperations. ............... ... .. ... 3,445 8,424
Dividends to shareholders from (Note 1E):(")
Net investmentincome ........................ (9,386) (9,286)
Realized gains on investment transactions. . ....... (997) (2,436)
(10,383) (11,722)
Capital share transactions®. . .. ................... 774 (13,851)
Totaldecrease ............... ... (6,164) (17,149)
NET ASSETS
Beginning of period. .. ....... ... .. oo 218,156 235,305
Endofperiod. ....... ... ... .. $211,992 $218,156
Undistributed net investment income (loss) . . . .. . .. $ (32 $ —
(1)See “Financial Highlights” on page 62.
(2)Shares issued from sale of shares .................. 3,283 2,644
Shares issued from reinvestment of dividend
and/or capital gains distribution . ................... 1,962 2,141
Sharesredeemed. ........... ... .. (5,029) (7,186)
Increase (decrease) in outstanding capital shares .. ... ... 216 (2,401)
Value issued from sale of shares. ..................... $ 18,137 $ 14,987
Value issued from reinvestment of dividend
and/or capital gains distribution . ................... 10,383 11,722
Valueredeemed. . ........ ..o (27,746) (40,560)
Increase (decrease) in outstanding capital $ 774 $ (13,851)

*Not shown due to rounding.

See Notes to Financial Statements.
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Financial Highlights

BOND PORTFOLIO

For a Share of Capital Stock Outstanding Throughout Each Period:

For the fiscal year ended December 31,

2005 2004 2003 2002 2001
Net asset value,
beginning of period. . . ... $5.4762 $55710 $5.6032 $5.3615 $5.2308
Income (loss) from
investment operations:
Net investment
income............. 0.2356 0.2463 0.2667 0.2396 0.2585
Net realized and
unrealized gain (loss)
oninvestments. . .. ... (0.1464)  (0.0302) (0.0322) 0.2417 0.1306
Total from investment
operations............. 0.0892 0.2161 0.2345 0.4813 0.3891
Less distributions from:
Net investment income . . . (0.2464) (0.2463) (0.2667)  (0.2396)  (0.2584)
Capitalgains. .......... (0.0262)  (0.0646)  (0.0000)  (0.0000)  (0.0000)
Total distributions . . ........ (0.2726) (0.3109) (0.2667) (0.2396)  (0.2584)
Net asset value,
end of period. . ......... $5.2928 $5.4762 $55710 $5.6032 $5.3615
Totalreturn............... 1.61% 3.88% 4.18% 8.98% 7.47%
Net assets, end of period
(in millions) ............ $212 $218 $235 $247 $171
Ratio of expenses to
average netassets . ... .. 0.86% 0.85% 0.84% 0.83% 0.83%
Ratio of net investment
income to average
netassets............. 417% 4.16% 4.26% 4.92% 5.49%
Portfolio turnover rate. . . .. .. 43% 47% 53% 34% 29%

See Notes to Financial Statements.
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Manager’s Discussion of Core Equity Portfolio

December 31, 2005

The following discussion, graphs and tables
provide you with information regarding the
Portfolio’s performance for the fiscal year
ended December 31, 2005. Please note that
the Portfolio’s performance data does not take
into account any expenses or charges
associated with owning a variable life or
annuity policy invested in the W&R Target
Funds, Inc.

How did the Portfolio perform during
the last fiscal year?

The Portfolio saw a strong return over the
fiscal year, outperforming both its peer group
and its benchmark index. The Portfolio
increased 9.01 percent during the period,
compared with the S&P 500 Index (reflecting
the performance of securities that generally
represent the stock market), which increased
4.92 percent for the same period, and the
Lipper Variable Annuity Large-Cap Core
Funds Universe Average (reflecting the
universe of funds with similar investment
objectives), which increased 5.70 percent
during the period.

What helped the Portfolio outperform
its benchmark index during the
fiscal year?

We believe that the primary factor in the
Portfolio’s strong performance was our
emphasis on energy stocks, particularly the
oil services group and exploration and

An interview with James D. Wineland, CFA,
portfolio manager of W&R Target Funds, Inc. —
Core Equity Portfolio

production companies. Positive contributions
also came from our holdings in information
technology, health care and industrials.

What other market conditions or events
influenced the Portfolio’s performance
during the fiscal year?

The sharp rise in energy prices, for both crude
oil and natural gas, was important to the
performance of those stocks. The pricing
pressures were heightened by the disruptions
resulting from the hurricane activity in the
Gulf of Mexico. The U.S. economy grew at a
moderate rate in 2005, accompanied by a
gradual tightening of monetary policy, with
the Federal Reserve increasing interest rates
in small upward increments throughout the
fiscal year. We remained underweighted in
financial holdings because of margin
pressures many of these stocks experienced in
this rising interest rate environment.

What strategies and techniques did you
employ that specifically affected the
Portfolio’s performance?

‘We maintained a substantial position in the
energy sector, especially emphasizing the oil
services group, which provides equipment,
technology and intellectual expertise to those
companies seeking to find and produce crude
oil and natural gas. Other sectors that we
continue to favor are aerospace/defense,
medical services, biotechnology, insurance,
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hotels/gaming and machinery. We have
maintained less than benchmark weightings
in banks/financial services,
telecommunications, utilities, consumer-
related and large pharmaceutical companies.

What is your outlook for the next
12 months?

As we enter 2000, we are encouraged by
several economic trends. Short-term interest
rates rose steadily for much of 2005 as the
Federal Reserve tightened its policy, and it
now appears that this policy could very well
shift in the first half of 2006. We believe that
the U.S. economy is likely to grow at a
moderate pace this year. Unemployment
kicked off the year below 5 percent, while
inflation, as measured by the Consumer Price
Index, remains moderate despite the
meaningful increases in energy, medical
services and insurance costs in 2005.

Stock valuations do not appear to be extreme,
in our opinion. The price-earnings (P/E) ratio
of the S&P 500 is about 15 times consensus
2006 earnings estimates, and aggregate
earnings growth is expected to be lower in
2006 at about 6 or 7 percent, versus 2005
growth of 11 to 12 percent. However, we feel
there is reasonable potential for P/E
expansion in 2006, which we feel would

provide a good environment for stock returns.

We continue to believe that the energy sector,
particularly the oil services group, is
positioned for a good year in 2006. We feel
commodity prices for crude oil and natural
gas are unlikely to have the type of strong
upward momentum we saw last year.
However, the need for new energy supplies,
new exploration and new technology within
the sector is very strong.

Corporations generally appear to be in
excellent condition financially as we enter
2006. Dividend increases, debt reduction and
stock repurchases have been very prevalent in
recent months. However, we think the
growing need for new capacity and capital
investment to ensure continued improvement
in productivity will be good for capital goods,
materials and some areas of technology.

Internationally, we face many challenges.
Dependence on China’s economic growth has
become an important factor for many U.S.
companies. Commodity prices have
experienced increased volatility, largely due to
the impact of China’s rapid demand growth
for energy, chemicals and metals. The
geopolitical situation remains extremely
uncertain in strategic areas of energy supply.
We believe the long-term effects of
globalization on traditional industries in the
U.S. and Europe are likely to continue to
impact labor, pension funds and national
budgets.

As with any mutual fund, the value of the Portfolio’s shares will change, and you could lose
money on your investment. These and other risks are more fully described in the Portfolio’s

prospectus.

The opinions expressed in this report are those of the portfolio manager and are current only
through the end of the period of the report as stated on the cover. The manager’s views are
subject to change at any time based on market and other conditions, and no forecasts can

be guaranteed.
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Comparison of Change in Value of
$10,000 Investment

WA&R Target Core Equity Portfolio™ .. ... ... .............. $21,019

—— = S&P 500 INAEX . ..t $23,862

— — — Lipper Variable Annuity Large-Cap Core Funds Universe Average .  $21,114
$40,000
$30,000
$20,000
$10,000
$0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

(1)The value of the investment in the Portfolio is impacted by the ongoing expenses of the Portfolio and
assumes reinvestment of dividends and distributions.

Average Annual Total Return(®

1-year period ended 12-31-05 . ... ... ot 9.01%
5-year period ended 12-31-05 . .. ... ... ... ... -1.36%
10-yearperiodended 12-31-05 .. ... ... ... ... ... .. i 7.71%

(2)Data quoted is past performance and current performance may be lower or higher. Past
performance is no guarantee of future results. Investment return and principal value of an
investment will fluctuate and shares, when redeemed, may be worth more or less than their
original cost. Please call 1.888.WADDELL for the Portfolio’s most recent month-end
performance. Performance data quoted does not reflect any expenses or charges associated
with owning a variable life insurance policy or variable annuity contract that invests in the
Portfolio’s shares. When such charges are deducted, actual investment performance in a
variable policy or contract will be lower.

Past performance is not necessarily indicative of future performance. Indexes are unmanaged. The
performance graph and table do not reflect the deduction of taxes that a shareholder would pay on
Portfolio distributions or on the redemption of Portfolio shares.
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SHAREHOLDER SUMMARY OF CORE EQUITY PORTFOLIO

Portfolio Highlights

On December 31, 2005, W&R Target Core Equity Portfolio had net assets totaling $723,150,031
invested in a diversified portfolio of:
80.68%  Domestic Common Stocks
11.26%  Foreign Common Stocks
8.06% Cash and Cash Equivalents

As a shareholder of the Portfolio, for every $100 you had invested on December 31, 2005,
your Portfolio owned:

Bl Energy Stocks ..........c.oiiiiiiii... $22.84
[ Technology Stocks . ................... $14.34
I Health Care Stocks ................... $11.85

Multi-Industry Stocks . ................. $ 8.23
B Cashand Cash Equivalents. ............ $ 8.06

Financial Services Stocks .............. $ 7.24
[ ] Capital Goods Stocks. .. ............... $ 4.90
Il Consumer Nondurables Stocks . ......... $ 4.58
B Retail Stocks. . .......... ... L $ 4.28
Bl UtilitesStocks ....................... $ 424
[ Consumer Services Stocks . ............ $ 3.29
Il Miscellaneous Stocks. . ................ $ 3.15
[1 Raw Materials Stocks. . ................ $ 3.00
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The Investments of Core Equity Portfolio

December 31, 2005

COMMON STOCKS Shares Value

Aircraft — 4.65%

Boeing Company (The) ......................... 215,200 $ 15,115,648

United Technologies Corporation. ................. 330,800 18,495,028
33,610,676

Beverages — 1.24%

PepsiCo, InCc. .. ... 152,000 8,980,160

Capital Equipment — 3.62%

Caterpillarinc. ... 201,100 11,617,547

Deere & Company . ........c.c.oviiiiniiinannnan. 112,600 7,669,186

lllinois Tool Works Inc. . ....... .. ... .. ... 78,250 6,885,217
26,171,950

Chemicals — Specialty — 3.00%

Air Products and Chemicals, Inc. ................. 366,550 21,696,094

Computers — Peripherals — 5.13%

Adobe Systems Incorporated . ................... 226,200 8,356,959

Electronic Arts Inc.” ... ... ... o 120,900 6,323,674

Microsoft Corporation. . ............. ... ... 294,640 7,694,524

SAP Aktiengesellschaft, ADR .................... 326,800 14,728,876
37,104,033

Defense — 2.62%

General Dynamics Corporation . .................. 166,000 18,932,300

Electronic Components — 1.94%

Advanced Micro Devices, Inc.* ................... 185,900 5,688,540

Maxim Integrated Products, Inc. ................. 229,600 8,316,112
14,004,652

Finance Companies — 2.21%

SLM Corporation . ... 290,300 15,992,627

Food and Related — 2.49%

Campbell Soup Company ...............coooun... 246,900 7,350,213

Kellogg Company. . ..., 246,400 10,649,408
17,999,621

Health Care — Drugs — 1.04%

Novartis AG, Registered Shares (A) ............... 75,150 3,948,942

Roche Holdings AG, Genussschein (A). . ........... 24,000 3,603,516

~ 7,552,458

Health Care — General — 4.36%

Boston Scientific Corporation*. ................... 250,100 6,124,949

Johnson &Johnson . ............ ... ... ... .. ... 301,800 18,138,180

Zimmer Holdings, Inc.*. . .......... ... . L 108,100 7,290,264
31,553,393

See Notes to Schedule of Investments on page 71.
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The Investments of Core Equity Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value

Hospital Supply and Management — 6.45%

Aetnalnc. ....... ... .. 75,260 $ 7,097,771

Caremark Rx, Inc.*. ......... ... ... .. . 61,100 3,164,369

Medtronic, Inc. ... 207,950 11,971,682

Stryker Corporation .. ......... ... ... 157,000 6,975,510

UnitedHealth Group Incorporated . ................ 125,600 7,804,784

WellPoint, Inc.* . .. ... 120,400 9,606,716
46,620,832

Hotels and Gaming — 1.31%

Marriott International, Inc., Class A . ............... 85,050 5,695,798

Starwood Hotels & Resorts Worldwide, Inc. ........ 59,700 3,812,442

9,508,240

Household — General Products — 0.85%

Colgate-Palmolive Company . .................... 112,100 6,148,685

Insurance - Life — 0.71%

Aflac Incorporated . ......... .. 110,900 5,147,978

Insurance — Property and Casualty — 4.32%

ACELimited......... ... ... ... .. 273,600 14,621,184

Berkshire Hathaway Inc., Class B* ................ 5,655 16,600,252
31,221,436

Leisure Time Industry — 1.98%

Carnival Corporation . ............ ..., 267,100 14,281,837

Multiple Industry — 8.23%

General Electric Company. ...................... 827,000 28,986,350

Genworth Financial, Inc. ....................... 548,250 18,958,485

LasVegas Sands, Inc.” .......... ... .. . ... 293,500 11,584,445
59,529,280

Non-Residential Construction — 1.28%

Fluor Corporation. . ..., 119,900 9,263,474

Petroleum — Canada — 0.71%

Canadian Natural Resources Limited .............. 54,800 2,719,176

SuncorEnergy Inc. ....... .. .. 38,400 2,424,192

5,143,368

Petroleum — International — 7.26%

Apache Corporation. . .......................... 109,000 7,468,680

Burlington Resources Inc. ...................... 249,300 21,489,660

Exxon Mobil Corporation .. ...................... 419,276 23,550,733
52,509,073

See Notes to Schedule of Investments on page 71.
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The Investments of Core Equity Portfolio

December 31, 2005

COMMON STOCKS (Continued) Shares Value

Petroleum — Services — 14.87%

Baker Hughes Incorporated. .. ................... 518,450 $ 31,511,391

Nabors Industries Ltd.*. . . ....................... 155,300 11,763,975

Schlumberger Limited .. ............ ... ... .... 265,850 25,827,328

Smith International, Inc. ........................ 285,000 10,576,350

Transocean Inc.*. . ... ... .. .. .. .. 125,900 8,773,971

Weatherford International Ltd.* .. ................. 526,600 19,062,920

107,515,935

Railroad — 1.09%

Union Pacific Corporation ....................... 97,700 7,865,827

Retail — Food Stores — 1.45%

Walgreen Co. ... .ot 237,000 10,489,620

Retail — General Merchandise — 1.93%

Kohl's Corporation™. . ..., 215,000 10,449,000

Target Corporation . ..., 63,800 3,507,086
13,956,086

Retail — Specialty Stores — 0.90%

BestBuy Co.,Inc. ........ ..o 150,400 6,539,392

Timesharing and Software — 0.98%

Yahoo!Inc. ... ... ... . . . .. 181,500 7,106,633

Trucking and Shipping — 1.08%

United Parcel Service, Inc.,ClassB ............... 103,900 7,808,085

Utilities — Electric — 1.05%

Dominion Resources, Inc.  ...................... 97,900 7,557,880

Utilities — Telephone — 3.19%

AT&TINC. oo 591,300 14,480,937

UBSAG (A) .o 90,000 8,568,167
23,049,104

TOTAL COMMON STOCKS - 91.94% $664,860,729

(Cost: $507,640,263)

See Notes to Schedule of Investments on page 71.
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The Investments of Core Equity Portfolio

December 31, 2005 L
Principal

Amount in
SHORT-TERM SECURITIES Thousands Value

Certificate of Deposit — 0.69%
Banks
Wells Fargo Bank, N.A.,
4.33%,1-12-06 ........... ... ...l $5,000 $ 5,000,000

Commercial Paper
Beverages — 0.69%
Concentrate Manufacturing Company of Ireland
(The) (PepsiCo, Inc.),
4.28%,1-18-06 ... ...coiiiiiiiii 5,000 4,989,895

Capital Equipment — 0.42%
John Deere Capital Corporation,
434%,1-9-06 ....... ...l 3,000 2,997,107

Finance Companies — 1.38%
Ciesco, LLC,

4.3%,1-4-06 . ... 5,000 4,998,208
Prudential Funding LLC,

4.28%,1-11-06 . .............cccoiiii.. 5,000 4,994,056

9,992,264

Food and Related — 0.63%
Sara Lee Corporation,

4.38%,1-17-06 . ... 4,595 4,586,055

Health Care — Drugs — 0.91%
Cloverleaf International Holdings S.A.
(Merck & Co., Inc.),
4.23%,1-9-06 ... 6,600 6,593,796

Multiple Industry — 0.42%
Michigan Consolidated Gas Co.,
443%,1-12-06 .. ... 3,000 2,995,939

Utilities — Electric — 0.53%

Wisconsin Electric Power Co.,
4.22%,1-3-06 . ....... .0 3,837 3,836,100

See Notes to Schedule of Investments on page 71.
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The Investments of Core Equity Portfolio

December 31, 2005

Principal
Amount in
SHORT-TERM SECURITIES (Continued) Thousands Value
Commercial Paper (Continued)
Utilities — Telephone — 2.35%
AT&T Inc.,
417%,1-3-06 .. ... $10,000 $ 9,997,683
Verizon Network Funding Corporation,
44%,1-9-06 . ... 7,000 6,993,156
16,990,839
Total Commercial Paper — 7.33% 52,981,995
TOTAL SHORT-TERM SECURITIES - 8.02% $ 57,981,995
(Cost: $57,981,995)
TOTAL INVESTMENT SECURITIES — 99.96% $722,842,724
(Cost: $565,622,258)
CASH AND OTHER ASSETS, NET OF LIABILITIES - 0.04% 307,307
NET ASSETS - 100.00% $723,150,031

Notes to Schedule of Investments

Certain acronyms are used within the body of the Portfolio’s holdings. The definitions of these

acronyms are as follows: ADR - American Depositary Receipts.
*No dividends were paid during the preceding 12 months.
(A)Listed on an exchange outside the United States.

See Note 1 to financial statements for security valuation and other significant accounting policies

concerning investments.

See Note 3 to financial statements for cost and unrealized appreciation and depreciation of

investments owned for Federal income tax purposes.
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Statement of Assets and Liabilities

CORE EQUITY PORTFOLIO
December 31, 2005
(In Thousands, Except for Per Share Amounts)

ASSETS
Investment securities — at value (cost — $565,622) (Notes 1 and 3) ...... $722,843
Cash .o 1
Receivables:
Dividends andinterest. . .. ........ ... . 867
Portfolio sharessold . ... i 19
Totalassets ... ..o 723,730
LIABILITIES
Payable to Portfolio shareholders. .. ....... ... .. ... .. ... .. ... . ... 246
Payable for investment securities purchased . . . ..................... 220
Accrued managementfee (Note2) ......... ... ... ..., 28
Accrued accounting servicesfee (Note 2) . .. .......... ... ... . ..., 14
Accrued servicefee (Not€ 2) . ... ..ot 10
Accrued shareholder servicing (Note 2). .. ........... ... .. ... .. ... 6
Other. . 56
Total liabilities . . .. ... 580
Total NEt @SSEtS. . . o\ v et $723,150
NET ASSETS
$0.001 par value capital stock:
Capital stock . ... .. $ 65
Additional paid-incapital . . .. ....... .. 654,414
Accumulated undistributed income (loss):
Accumulated undistributed net investmentloss ................... (41)
Accumulated undistributed net realized loss on
investment transactions . .. ...... .. ... i (88,503)
Net unrealized appreciation in value of investments. . .............. 157,215
Net assets applicable to outstanding units of capital. . .. ......... $723,150
Net asset value, redemption and offering price pershare. ................ $11.1221
Capital shares outstanding . ...........o i 65,019
Capital shares authorized . ....... ... ... .. i 170,000

See Notes to Financial Statements.
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Statement of Operations

CORE EQUITY PORTFOLIO
For the Fiscal Year Ended December 31, 2005

(In Thousands)
INVESTMENT INCOME
Income (Note 1B):

Dividends (net of foreign withholding taxes of $27) ................. $ 8,071
Interest and amortization. . ........ ... ... . 1,540
Total INCOME . . . oot s 9,611

Expenses (Note 2):
Investment managementfee.......... ... ... i 5,048
Servicefee. ... ... 1,803
Accounting Services fee . .. ... .. 168
Custodianfees. . . ... 29
Shareholder servicing . . . ..o v 27
Legalfees . ... 17
Auditfees. . ..o 15
OtNEr o 181
Total eXPENSES . . o oot 7,288
Netinvestmentincome. ........... ... ... .. ... .. ... ... 2,323

REALIZED AND UNREALIZED GAIN
(LOSS) ON INVESTMENTS (NOTES 1 AND 3)

Realized net gainon securities. . ............ ... . i 86,340
Realized net gain on foreign currency transactions . . .................. 3
Realized net gainoninvestments. ............ ... ... .. .. ... 86,343
Unrealized depreciation in value of investments during the period . .. ... .. (26,639)
Netgainoninvestments. .. ... ... ... .. i 59,704

Net increase in net assets resulting from operations. . ... ... ... $62,027

See Notes to Financial Statements.
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Statement of Changes in Net Assets

CORE EQUITY PORTFOLIO
(In Thousands)

For the fiscal year
ended December 31,

2005 2004
INCREASE (DECREASE) IN NET ASSETS
Operations:
Net investmentincome ................... $ 2,323 $ 4,410
Realized net gain on investments . .......... 86,343 30,748
Unrealized appreciation (depreciation) (26,639) 29,667
Net increase in net assets resulting
fromoperations. ................... 62,027 64,825
Dividends to shareholders from (Note 1E):(")
Net investmentincome ................... (2,367) (4,448)
Realized gains on investment transactions (—) (=)
(2,367) (4,448)
Capital share transactions®. .. ............... (73,602) (59,470)
Total increase (decrease). .............. (13,942) 907
NET ASSETS
Beginning of period. .. ........ ... ... o 737,092 736,185
Endofperiod........... ... ... . L $723,150 $737,092
Undistributed net investment loss . .. ... .. ... $ (41 $ ()
(1)See “Financial Highlights” on page 75.
(2) Shares issued from sale of shares. . ........... 2,126 2,968
Shares issued from reinvestment of dividend
and/or capital gains distribution ............... 213 434
Sharesredeemed. ........... ... ... (9,324) (9,719)
Decrease in outstanding capital shares. ........... (6,985) (6,317)
Value issued from sale of shares. . ............... $ 22,345 $ 28,125
Value issued from reinvestment of dividend
and/or capital gains distribution .. ............. 2,367 4,448
Valueredeemed. ............. ..., (98,314) (92,043)
Decrease in outstanding capital . ... ............. $ (73,602) $ (59,470)

*Not shown due to rounding.

See Notes to Financial Statements.
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Financial Highlights

CORE EQUITY PORTFOLIO
For a Share of Capital Stock Outstanding Throughout Each Period:

For the fiscal year ended December 31,

2005 2004 2003 2002 2001
Net asset value,
beginning of period. . . . . $10.2369 $ 9.3996 $8.0720 $10.3608 $12.2027
Income (loss) from
investment operations:
Net investment
income............ 0.0358 0.0622 0.0662 0.0476 0.0231
Net realized and
unrealized gain (loss)
on investments. . . ... 0.8859 0.8373 1.3276 (2.2888) (1.8418)
Total from investment
operations............ 0.9217 0.8995 1.3938 (2.2412) (1.8187)
Less distributions from:
Net investment
income............ (0.0365) (0.0622) (0.0662) (0.0476) (0.0229)
Capitalgains. . ........ (0.0000) (0.0000)  (0.0000) (0.0000) (0.0003)
Total distributions . ... ..... (0.0365) (0.0622) (0.0662) (0.0476) (0.0232)
Net asset value,
end of period. ... ...... $11.1221  $10.2369 $9.3996 $ 8.0720 $10.3608
Totalreturn.............. 9.01% 9.57% 17.27% -21.63% —-14.91%
Net assets, end of period
(in millions) ........... $723 $737 $736 $650 $913
Ratio of expenses to
average netassets . . . .. 1.01% 1.01% 1.00% 0.99% 0.98%
Ratio of net investment
income to average
netassets ............ 0.32% 0.62% 0.78% 0.50% 0.21%
Portfolio turnover rate. . . . . . 62% 54% 49% 38% 31%

See Notes to Financial Statements.
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Manager’s Discussion of Dividend Income Portfolio

December 31, 2005

The following discussion, graphs and tables
provide you with information regarding the
Portfolio’s performance for the fiscal year
ended December 31, 2005. Please note that
the Portfolio’s performance data does not take
into account any expenses or charges
associated with owning a variable life or
annuity policy invested in the W&R Target
Funds, Inc.

How did the Portfolio perform during
the last fiscal year?

The Portfolio brought strong returns,
outperforming its benchmark index and peer
group. For the fiscal year, the Portfolio
increased 13.03 percent, compared with the
Russell 1000 Index (the index that generally
reflects the performance of the large cap
sector of the stock market), which increased
6.27 percent, and the Lipper Variable Annuity
Equity Income Funds Universe Average
(generally reflecting the performance of the
universe of funds with similar investment
objectives), which increased 6.09 percent.

What factors helped the Portfolio
outperform its benchmark index during
the fiscal year?

We believe that the Portfolio benefited from
its focus on the energy and basic materials
sectors. Energy stocks continued to increase
due, in our opinion, to long-term secular
fundamentals that have allowed oil prices to

An interview with David P. Ginther, CPA,
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Dividend Income Portfolio

remain higher than expected. Oil supply
remains tight, with OPEC’s spare capacity at
its lowest level since the 1970s, and oil
producers are struggling to bring on new
supply, even with record high oil prices. Also,
demand remains strong in the U.S. and
China, despite oil’s rapid price increase over
the last two years. Basic industry stocks
benefited from strong demand for
commodities, due, in our view, to China’s
economy growing at a faster pace than
forecasted. The Portfolio continues to focus
on what we feel are high-quality, large-
capitalization companies with strong cash
flow that potentially can grow their dividend.
This has been beneficial over the last 12
months, as dividend-payers in the S&P 500
Index slightly outperformed the non-
dividend-payers for the first time in three
years.

What other market conditions or events
influenced the Portfolio’s performance
during the fiscal year?

We saw a number of challenging events over
the period, although the financial markets
and the economy remained resilient. Crude
oil prices hit an all-time high of $72 per barrel
in late September in the wake of Gulf Coast
hurricanes, retreating to around $60 per
barrel in late December. The Federal Reserve
continued to raise short-term interest rates
throughout the year, as economic data
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indicated solid growth with the potential for
accelerating inflation brought on by the
higher energy prices. We are beginning to see
companies make use of stronger balance
sheets, as evidenced by acquisitions activity
and a rising number of companies increasing
their dividends.

What strategies and techniques did you
employ that specifically affected the
Portfolio’s performance?

We remain overweight the energy group
because we feel that long-term investment
opportunity remains positive as worldwide
demand, led by the U.S. and China, continues
to outpace supply growth. We continue to
remain cautious on the consumer, as we feel
that higher heating bills, combined with the
low savings rate, could potentially reduce
discretionary spending. Our strategy
continues to target total returns through
dividend growth and capital gains.

We focus on large-capitalization, high-quality
companies with established operating records
that we believe can accelerate their dividend
payout ratio in the future. We look for
companies with strong balance sheets and
cash flow that we believe are market leaders
in their industries. We believe companies that

can continue to grow earnings and increase
cash flow likely will increase their dividend
payout ratio. We also attempted to position
the Portfolio to take advantage of the
currently attractive fundamentals associated
with commodities due to global economic
growth, mainly in China.

What is your outlook for the next
12 months?

While we believe that economic growth may
slow somewhat, we do feel that the economy
will grow in 2006, considering that inflation
concerns appear to have moderated and the
financial markets are becoming more
comfortable with oil prices around $60 per
barrel. Also, capital spending trends have
begun to improve, and the job market shows
signs of strength. We remain positive on the
financial markets, as we feel the Federal
Reserve may be nearing the end of its
tightening cycle. We believe companies will
use stronger corporate balance sheets for
acquisitions, to increase dividends, and to
repurchase shares. We continue to focus on
large-cap companies with established
operating records and the cash flow to
potentially grow their dividends.

As with any mutual fund, the value of the Portfolio’s shares will change, and you could lose
money on your investment. These and other risks are more fully described in the Portfolio’s

prospectus.

The opinions expressed in this report are those of the portfolio manager and are current only
through the end of the period of the report as stated on the cover. The manager’s views are
subject to change at any time based on market and other conditions, and no forecasts can

be guaranteed.
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Comparison of Change in Value of
$10,000 Investment

W&R Target Dividend Income Portfoliot . ... ................. $12,429

— —— Russell 1000 Index® .. ... ... ... ... .. $11,839

— — — Lipper Variable Annuity Equity Income Funds Universe Average® .  $12,040
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(1)The value of the investment in the Portfolio is impac